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Despite the many challenges of 2001, our Company continued its controlled }
growth while reporting higher earnings for the year. We believe our success can m j
be attributed to our determination to “get things right” for our customers. Ban,cor‘)SOuth®
Simply put, when you place custom VIS B
the Company and, indeed, our shareholdeg¥ane|

inggelse will fall in line for :
3 - Get there from here.

Financial Summary

(Dollars in thousands, except per share amounts) % Change

YEAR-END BALANCES

Total Assets $9,395,429

Total Deposits

l.oans, Net of Unearned Discount

Shareholders’ Equity
FOR THE YEAR
Net Income

Return on Average Assets

Return on Average Shareholders’ Equity

PER SHARE

Net Income: Basic
Diluted

Dividends
Book Value at Year-End

AVERAGE DILUTED
SHARES OUTSTANDING

Year-End Bata

- One of America’s top 50 banks
- Market presence in six states

- $9.4 biltion in assets

- 240 locations

7,856,840
6,073,200
805,403

$ 98,463

1.06%
12.36%

1.19
1.19

0.57
9.92

82,979,286

$9,044,034
7,480,920
6,095,315
789,576

$ 74,396

0.85%
9.76%

0.88
0.88

0.53
9.39

84,811,079

35.2%
35.2

7.5
5.6

(2.2)%




Dear Shareholders,

The year 2001 was extremely challenging for the banking
industry. Not only did the United States economy slip into a
recession, but the Federal Reserve cut key interest rates an
unprecedented 11 times during the year, reducing the Federal
Funds rate from 6.5 percent to 1.75 percent. While such a

decline put enormous pressure on margins, BancorpSouth

was able to offset the impact of these market forces through

Aubrey Patterson, Chairman of the Board
and Chief Executive Officer, with Jim Kelley,
President and Chief Operating Officer

careful interest rate risk management.

By getting it right, we were able to continue our growth
and market penetration without any compromise of our traditionally high credit quality standards. We
reported higher earnings for the year despite the unfavorable environment by exercising tight controls and
keeping a strong focus on our business. We validated our decision to continue in the mortgage servicing
business by manraging that business right, using financial instruments to minimize interest rate risk while

benefiting significantly from the fee income generated by that business.

A primary focus of 2001 was the integration of First United Bancshares. Some outside observers may
have felt this would negatively impact our balance sheet or future earnings. However, we have carefully
studied our previous mergers, as well as the mistakes of others. We knew that with a patient, methodical
and customer-focused plan we could do it right — and we did. Our strong fourth quarter was the first period
to reflect significant net savings resulting from the integration, and we have had virtually no customer
attrition throughout the entire process. We have transitioned all of the First United offices into BancorpSouth

policies and systems while maintaining, or even increasing, market share in most markets.

Having completed the data processing conversion and the product realignment of the former First United
offices, we are now ready to distribute a broader product line through our expanded network. Putting all our
offices on a common system reguired a significant investment of time, effort and financial resources. Many

other large regional banking organizations have yet to face this issue. Having all our offices on a single integrated

operating platform and a single telecommunications system provides a solid foundation for profitable growth.




While 2001 was a year of integration, in 2002 we will introduce new products and sales tools as we

continue this step-by-step process. in 2001, we had significant growth in annuity sales, and we are introducing

that product line through former First United offices. We are also introducing the S.T.A.R. (Superior Techniques

Assure Results) sales management tools, a program which enhances our cross-selling efforts and one that

has been very successful in driving the sale of more services per customer.

Moving forward, we will focus on increasing non-interest income by delivering more products to all our

customers. For example, our highly sophisticated corporate cash management system offers extremely high

value to corporate customers, and we have little competition among regional banks offering a similar product

to mid-sized companies in our region. We are currently expanding
this product offering into the old BancorpSouth footprint and will
be introducing it in former First United offices. It will be an

important tool in our strategy to build the corporate customer

base of those offices.

in January 2002, we strengthened our regulatory capital
position through the issuance of $125 million of trust preferred
securities. The 8.15% interest rate on these securities was, at
the time of issue, the lowest rate ever given on a similarly rated
trust preferred issue. This clearly demonstrates the financial
community’s confidence in BancorpSouth. The recent upgrading
of our debt rating by Moody’s Investors Service is another

indication of confidence.

The strengthening of our reguiatory capital account enables
us to actively manage the company’s capital. Possible uses of
capital include acquisitions and continued repurchases of our
common stock. We have no immediate plans to make another
sizeable acquisition. However, we will continue to evaluate

selective, strategic acquisitions that would strengthen our

—

B-anccw!)rpsouth
Chairman Named
President-Elect of ABA.

“The American Bankers Association
(ABA) is an organization that has, for
more than 125 years, represented
banks on issues of national importance
for financial institutions and their

customers.

Our colleague and friend, Aubrey
Patterson, has maintained a leadership
role within the ABA for many years.
Now, as President-Elect, he is in line to

assume the presidency in 2002.

It is a great honor to have one of
our own chosen to continue the ABA's
long tradition of: advocacy, education,

and progressive leadership.”

James V. Kelley

President, Chief Operating Officer




existing footprint. An example is the Pinnacle Bancshares acquisition which offered entry into the important
Little Rock, Arkansas market. Of course, the overriding criterion for any acquisition will always be the

pctential for enhancement of shareholder value.

BancorpSouth is prepared to take advantage of the economic recovery we expect to see in 2002, but we
are aiso prepared to continue our carefully controlled growth if the economy remains at current levels of
activity. We have a fully integrated banking office system, sophisticated selling tools, and a broad product
line. By strictly enforcing our high credit standards during last year's slowing economy, we have maintained a
high-guality loan portfolio and a strong balance sheet. Our already strong capitai structure, enhanced by our
trust preferred stock issuance, gives us the opportunity to take advantage of attractive investment

opportunities. We ook forward to leveraging this strong foundation to the benefit of our shareholders.

We would like to acknowledge the support of our dedicated employees and loyal shareholders, who

understood our need to take the time to get it right.

Sincerely,

/4‘7‘/5%‘“\ @Lj@
Aubrey B. Patterson James V. Kelley
Chairman of the Board, President,

Chief Executive Officer Chief Operating Officer




At BancorpSouth, our customers come first. The

reason for this is simple. We believe that when you

take care of the customers’ needs, the Company’s
needs are served as a natural consequence.

In this regard, we place emphasis on local decision-

— T ————_—_—mn=

making. BancorpSouth operates in a six-state region,
incorporating a broad range of people, businesses, and
industries. “By allowing our local presidents to manage
their markets independently, we are able to offer a

higher level of commitment and service to our customers,”




says Jerry Fielder, BancorpSouth President in

Shreveport, Louisiana.

This type of decision-making also benefits
the Company because it gives us the flexibility
to capitalize on each region’s unique competitive
circumstances. We can promote different products
and services where and when they are needed
most. And, we can deliver them at a competitive
price that serves both the Company’s and our

customers’ needs.

Relationship-based
Proeucts ane services.
The BancorpSouth sales culture is based

on increasing sales through setting goals,
providing faster follow-up, and offering greater
responsiveness to clients. We continued to
make progress in this area through our S.TAR.
(Superior Technigues Assure Results) process.
S.T.A.R. enhances our ability to offer advice
and guidance to clients and prospects. In essence,
the typical banker/customer relationship is
elevated to one of financial counselor/client.
As a result, customers and prospects can be
introduced to financial services they might
otherwise have not known about or considered.
Working with the American Bankers

. Association, the S.T.A.R. process was revamped

and customized to better fit our internal
processes and systems.

Cur representatives now have even greater
ability to work with clients on an advisory level,
rather than on a transaction basis.

There is much evidence that this approach is
helping us deliver the right products to the right
people. Two noteworthy examples were our
fecused product efforts to promote upgrades
to our core checking accounts, Crown Services
and Heritage Checking. These “relationship
accounts” offer a wide range of discounts and
perks for members. For Crown Services, more
new accounts were opened within three months
than in the entire year prior. Similar success was
recorded for Heritage and Heritage Plus, accounts
which are especially for people 50 years and over.
At year’s end, we initiated an effort toc augment
internal sales efforts with a mass media
advertising campaign.

Another particularly bright spot for 2001
was the record growth in our mortgage business.
Low interest rates combined with our guick
turnarounds and customer-oriented originators
and processors helped contribute to more than
$900 million in new and refinanced mortgages

for the year.




BancorpSouth has compieted numerous

acquisitions over the past 10 years. The preeminent
goal of every merger we undertake is to
minimize any disruption for customers while

maintaining market share.

E"_ Hmem e L

The conversion of the former First United

Bancshares banks to BancorpSouth's system was
completed in 2001. Qur goa!l throughout the
entire process was to make the transition to
BancorpSouth systems as seamiess as possible.
We introduced the full line of BancorpSouth
products, effectively communicated our
commitment to our new local communities,
and ultimately maintained overait market
share. For these reasons, we consider our First
United conversion to be an unqualified success.
While not comparable in size to First United,

an important strategic acquisition of Pinnacle

E -@—%ﬂ'ﬁ

reiationships.
@%ﬁrg%m% ones.

Bancshares in Little Rock, Arkansas was announced
in November. Pinnacie is a small but rapidly
growing hank with well-respected and highly
professional management.

The Pinnacle acquisition strengthens our
existing presence in the greater Little Rock area
and enhances our ability to deliver products
and services. Customers previously doing business
with us in surrounding communities can now
bank with us in the largest market and capitai
city of Arkansas.
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Newy i@[@@[ﬁf@@ﬁiﬁi@@ BED major BancorpSouth markets. This initiative brings private

@Xi@ﬁﬁﬁ@ markets. banking, trust, investment, and insurance specialists

In addition to solidifying cur existing regiona! footprint together to facilitate customer access to a broad range
through selective acquisition, new full-service offices were of services. According to john Pearson, Senior Vice
opened within our existing markets. New offices in President of Premier Banking in Jackson, Mississippi,
Alabama, Mississippi, and Louisiana enhance our capacity "We can now offer a broad range of financial experts

to reach attractive new businesses and consumers. who can look at the client’s total financial picture,

Our Premier Financial Services “team strategy” coordinate their efforts, and deliver the best solutions.

continues with the opening of Premier Banking Centers in Qur clients are excited.”




As BancorpSouth continues to grow, technology

is critical to providing our customers with a

consistently high level of service.

Major investments were made in our Jackson
Street Campus in Tupelo in 2001. Construction
was completed on a three-story, 90,000-square-
foot building housing various BancorpScuth
departments including audit, personal finance,
mortgage processing, electronic banking, credit

card operations, and mortgage origination.

Another major project was the expansion of
our call center. This project increased our capacity
for serving not only current needs but also those in
the future, with space available to accommodate
up to 150 customer service representatives. The
call center is designed with efficiency in mind and
allows us to answer customer requests guickly.
Additionally, the call center will play a role in
supporting the various sales and marketing

initiatives in the Company.




Interactive training.

Qur education program was advanced through
the develocpment of a state-of-the-art training
and communications center at our Jackson
Street Campus. This facility combines an 80-seat
auditorium with video conferencing technologies
to allow interaction between groups of
BancorpSouth employees in Tupelo’s corporate
offices with others at off-site training locations.

interactive training is being used throughout
BancorpSouth’s entire six-state region.
Video-based conference sites allow the rapid
dissemination of information to employees
more efficiently and more cost effectively. For
BancorpSouth customers, the benefit is a much
higher lavel of service provided by well-trained,

knowledgeabie associates.

e

Internet services
and loan processing.

The Internet continues to offer new and
exciting ways to make financial services of all
kinds more convenient and practical for
customers and the Company. As Internet banking
has grown in popularity, we have enhanced
our services for corpeorate customers using
sophisticated corporate cash management systems.

Our internet-based balance reporting and

transaction initiation system, InView, continues
to be in the technological forefront with the
new InView ACH module and its Positive Pay
module. Corporate customers can access their
personal computers and download payroll files
or direct debit/direct credit files via the Internet.
InView's Positive Pay module addresses the
growth and increasing sophistication of check
fraud attempts by comparing checks presented
for payment against the customer’s checks
on file. Payment is refused if inconsistencies

are found. Our pians are to expand this service

in 2002 to offer the same capabilities for

electronic payments.

Cur proprietary Advanced Loan System

(ALS) has also resulted in greater
efficiency for BancorpSouth and its
customers. This system has allowed
us to combine our various loan

processing departments into a

central operations function.

Centralized loan operations,

along with efficient software for
loan data processing, has greatly
facilitated the maintenance of
our loan accounts. Additionally,
having a single, integrated
operating platform like ALS assists
us in keeping pace with the effects of
our rapid growth and expansion.
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$8,441,697
$9,044,034
$9,395,429

$7.207.205 |
$4,400,643
$4,935,668
55,541,961
$6,095,315
$6,073,200

1997 1998 1999 2000 2001 1997 1998 1999 2000 2001
Total Assets in thousands Net Loans in thousands

1998 1999 2000 2001 1997 1998 1999 2000 2001
Net Income in thousands - Shareholders’ Equity i

$7,480,920
$7,856,840
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1997 1998 1999 2000 42001

fin thousands Diluted Net Income Per Share
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Remembering 9/11

It would be impossible for us to reflect on the year 2001 without acknowledging
the events of September 11.

We express our sympathy and support to all whose lives were touched by this

tragedy. Particularly, we would like to acknowledge the loss of our friend and

investment analyst Joe Roberto and his colleagues at Keefe, Bruyette & Woods
in the World Trade Center.

Our deepest gratitude goes out to BancorpSouth employees and ali people
around the world who contributed their time, money, and prayers to the
recovery effort. It has been said that the true character of America emerged
in the days following this attack on our nation. We could not agree more.

God bless America.




Einancial Information 2004

Management’s Discussion and Analysis of

Financial Condition and Results of Operations . . . . . . . . ... . oottt 16
Report of Independent Auditors . . . ... ... ... ... P ... 28
Consolidated Financial Statements . . . . ... ... ... ... L 29
Notes to Consolidated Financial Statements . . . . . .. ... i i e 33
BancorpSouth, Inc. Board of Directorsand Officers . . . . . . .. . . . 54
BancorpSouth Bank Board of Directors . . . . . . . v v i i e e 54

BancorpSouth Bank Advisory Board
Directors and Presidents. . . . v v v v v i e e e e e e e e e e e e 55




Selectec! Financial Invormaticn ]

5

Years Ended December 31,

(Dolfars in thousands, except per share amounts) 2001 2000 1999 1998 987
Earnings Summary:
Interest revenue $ 665,835 $ 674,035 $ 596,670 $ 574,414 $ 523,770
Interest expense 331,093 346,883 280,150 277,104 246,945
Net interest revenue 334,742 327,152 316,520 297,310 276,825
Provision for credit losses 22,259 26,166 17,812 19,310 15,682
Net interest revenue, after

provision for credit losses 312,483 300,986 258,708 278,000 261,143
Other revenue 128,633 85,578 100,321 85,418 77,835
Cther expense 295,313 274,227 251,882 232,928 225,199
Income before income taxes 145,803 112,337 147,147 130,490 113,778
Income tax expense 47,340 37,941 44,736 42,249 34,141
Net income $ 98463 $ 74,39 $ 102,411 $ 88241 $ 79,638

Per Share Data:

Net income: Basic $ 1.19 $ 0.88 $ 1.20 $ 1.04 ¢ 0.96

Diluted 1.19 0.88 1.1¢ 1.03 0.26
Cash dividends 0.57 0.53 0.49 0.45 0.395
Book value 9.92 9.39 8.84 8.44 7.72

Balance Sheet = Vear End Balances:

Total assets $9,395,428 $ 9,044,034 $ 8,441,697 $ 7,899,655 $ 7,207,205
Total securities 2,193,654 2,046,529 2,111,597 2,147,609 2,032,644
Loans, net of unearned discount 6,073,200 6,095,315 5,541,961 4,935,668 4,400,643
Total deposits 7,856,840 7,480,920 7,066,645 6,720,906 6,102,882
Long-term debt 140,939 152,049 166,247 167,420 88,308
Total shareholders’ equity 805,403 789,576 757,111 723,162 633,012
Selected Raties:

Return on average assets 1.06 % 0.85% 1.26% 1.16 % 1.17%
Return on average eguity 12.36 % 9.76 % 13.89% 12.95 % 12.97%

14




Summeary of Quarterly Results

QUARTER ENDED

{In thousands, except per share amounts} Mar 31 June 30 Sept 30 Dec 31
Interestrevenue. ... .. .o o e $.174,140. . $.169,677 . . $ 164982 .. $ 157,036
Net interest revenue 81,599 80,924 84,437 87,782
Provision for credit losses 4,097 4,763 6,852 - 6,541
Income before income taxes ‘ 32,620 34,900 31,033 47,250
Net income ‘ 22,319 23,246 21,583 31,315
Earnings per share: Basic 0.27 0.28 0.26 0.3

Diluted 0.27 0.28 0.26 0.38
Dividends per share 0.14 0.14 0.14 0.15
2000
Interest revenue $ 158,729 $ 163,586 $ 173,325 $ 178,395
Net interest revenue 81,328 82,458 80,567 82,799
Provision for credit losses 4,615 5,398 10,656 5,497
Income before income taxes 39,267 38,510 16,871 17,689
Net income 26,645 25,984 9,492 12,275
Earnings per share: Basic 0.31 0.31 0.11 0.15

Diluted 0.31 0.31 0.11 0.15
Dividends per share 0.13 0.13 C.13 0.14
1999
Interest revenue $ 143,449 $ 145,545 $ 149,685 $ 157,991
Net interest revenue 76,234 77,694 73,505 83,087
Provision for credit losses 3,751 4,094 4,798 5,169
Income before income taxes 35,130 36,304 38,902 36,811
Net income . 24,988 24,832 26,172 26,419
Earnings per share: Basic 0.29 0.2 0.31 0.31

Diluted 0.29 0.29 0.30 0.31
Dividends per share 0.12 0.12 0.12 0.13
Stock Prices and Dividends

The common stock of BancorpSouth, Inc. (the “Company”) trades on the New York Stock Exchange under the symbol BXS. The
following table sets forth, for the periods indicated, the range of sales prices of the Company’s common stock as reported on the

New York Stock Exchange.
Cash Dividends
Year Quarter High Low Dedared Per Share
2001 First $ 15.63 $ 12.06 $ 0.14
Second 17.00 14.00 0.14
Third 16.97 13.45 0.14
Fourth 17.00 14.25 0.15
2009 First $ 16.63 $ 14.00 $ 0.13
Second 17.25 14.00 0.13
" Third 15.31 ‘ 13.81 o 0.13

Fourth ‘ 14.88 11.88 0.14
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Ooeraticns
The Company is a bank holding company headquartered in Tupelo, Mississippi. BancorpSouth Bank (the “Bank”), the Company’s
banking subsidiary, has commercial banking operations in Mississippi, Tennessee, Alabama, Arkansas, Texas and Louisiana. The
Bank and its consumer finance, credit life insurance, insurance agency and brokerage subsidiaries provide commercial banking,
leasing, mortgage origination and servicing, life insurance, brokerage and trust services to corporate customers, local governments,
individuals and other financial insticutions through an extensive network of branches and offices.

The following discussion provides certain information concerning the consolidated financial condition and results of operations of
the Company. For a complete understanding of the following discussion, you should refer to the Consolidated Financial Statements
and Notes thereto presented elsewhere in this Annual Report.

Three Years Ended Deceraber 31, 2001

[ e S oy fors
Results of Operations

The table below summarizes the Company’s net income, return on average assets and return on average shareholders’ equity for
the years ended December 31, 2001, 2000 and 1999. The Company’s discussion and analysis is based on reported financial
information; however, certain information is also being provided regarding the impact of certain large or unusual amounts that
occurred during 2000 in the form of restructuring, merger-related and other charges incurred because of the merger with First United
Bancshares, Inc. on August 31, 2000 (see Note 2 to Consolidated Financial Statements). The additional information is provided to
enhance comparability of financial information between years and to provide a better understanding of the Company’s continuing
operations.

{Dollars in thousands, except per share amounts) 2009 2000 5899
Net income $ 98,463 $ 74,396 $ 102,411
Net income per share: Basic $ 119 $ 0.88 $ 120
Diluted $ 119 ¢ 088 $ 1.19
Return on average assets 1.06 % 0.85% 1.26%
Return on average sharehoiders’ equity 12.36% 9.76 % 13.89%

Net income increased 32.3% to $98.5 million in 2001 from $74.4 million in 2000, which represented a 27.4% decrease from
$102.4 million in 1999. While reporting a significant increase over 2000s net income, the Company’s earnings for 2001 were
negatively impacted by rapidly declining interest rates and a slowing economy. Contributing to the increase in 2001 earnings, when
compared to 2000, were $22.5 million (net of tax) in restructuring, merges-related and other charges included in 2000’s results.
These restructuring, merger-related and other charges principally impacted the third and fourth quarter of 2000 and reduced 2000
net income per share by $0.27 and $0.26, basic and diluted, respectively. The inclusion of these restructuring, merger-related and
other charges in 2000 was the primary reason for the 27.4% decline in net income in 2000 when compared to 1999. The
components of net income are discussed in more detail in the various headings that follow.

Critical Accounting Policies

The consolidated financial statements are prepared in accordance with accounting principles generally accepted in the United States,
which require the Company to make estimates and assumptions (see Note 1 to Consolidated Financial Statements). The Company
believes that its determination of the allowance for credit losses and the valuation of mortgage servicing rights involve a higher
degree of judgment and complexity than the Company’s other significant accounting policies. Further, these estimates can be
materially impacted by changes in (1) market conditions or (2) the actual or perceived financial condition of the Company’s
borrowers, subjecting the Company to significant volatility of earnings.

The allowance for credit losses is established through the provision for credit losses, which is a charge against earnings. Provisions
for credit losses are made to reserve for estimated probable losses on loans. The allowance for credit losses is a significant estimate
and is regularly evaluated by the Company for adequacy by taking into consideration factors such as changes in the nature and
volume of the loan portfolio; trends in actual and forecasted portfolio credit quality, including delinquency, charge-off and
bankruptcy rates; and current economic conditions that may affect a borrower’s ability to pay. The use of different estimates or




assumptions could produce different provisions for credit losses.

The need for and the amount of a valuation allowance to reflect the carrying value of capitalized mortgage servicing rights at
the lower of cost or fair value is a significant estimate and, if determined necessary, is reflected as a charge against mortgage
lending revenue. In determining the fair value of capitalized mortgage servicing rights, the Company utilizes the expertise of
an independent third party. Relying on assumptions about factors such as mortgage interest rates, discount rates, mortgage
loan prepayment speeds, market trends, and industry demand, a fair value estimate of the Company’s capitalized mortgage
servicing rights is performed and reviewed by management. The use of different estimates or assumptions could produce
different fair values. The Company does not routinely hedge the value of capitalized mortgage servicing rights and is
susceptible to significant fluctuations in value in rapidly changing interest rate environments. At December 31, 2001, the
Company’s servicing asset was $37.2 million, net of impairment,

Net Interest Revenue

The Federal Reserve reduced short-term interest rates 11 times over the course of 2001, totaling 475 basis points. This dramatic
decline in interest rates created considerable pressure on the Company’s net interest revenue as a larger volume of its interest bearing
assets were being repriced in the short term (6 months or less) to lower interest rates faster than its interest bearing liabilities. Net
interest revenue increased 2.3% to $334.7 million in 2001 from $327.2 million in 2000, which represented an increase of 3.4%
from $316.5 million in 1999. Net interest revenue is the difference between interest revenue earned from earning assets such as loans,
leases and securities, and interest expense paid on liabilities such as deposits and borrowings, and continues to provide the Company
with its principal source of revenue. Net interest revenue is affected by the general level of interest rates, changes in interest rates
and by changes in the amount and composition of interest earning assets and interest bearing liabilities. The Company’s long-term
objective is to manage those assets and liabilities to maximize net interest revenue, while balancing interest rate, credit, liquidity and
capital risks. For purposes of the following discussion, revenue from tax-exempt loans and investment securities has been adjusted
to fully taxable equivalent amounts, using an effective tax rate of 35%.

Interest income decreased 1.3% to $677.4 million in 2001 from $686.1 million in 2000, which represented an increase of 12.7%
from $608.6 million in 1999. While average interest earning assets increased 5.7% to $8.7 billion in 2001, this volume increase was
more than offset by a decrease in the yield of those assets of 55 basis points to 7.83% in 2001, resulting in a decrease in interest
income. The increase in interest income during 2000 was attributable to a 7.6% increase in average interest earning assets to

$8.2 billion during 2000, and an increase in the yield of those assets of 38 basis points to 8.38% in 2000.

Interest expense decreased 4.6% to $331.1 million in 2001 from $346.9 million in 2000, which represented an increase of 23.8%
from $280.2 million in 1999. While average interest bearing liahilities increased 6.0% to $7.3 billion in 2001, this volume increase
was more than offset by a decrease in the average rate paid on those liabilities of 50 basis points to 4.51% in 2001. The increase in
interest expense duting 2000 was attributable to an 8.6% increase in average interest bearing liabilities to $6.9 billion in 2000, and
an increase in the average rate paid on those liabilities of 61 basis points to 5.01% in 2000.

The relative performance of the lending and deposit-raising functions is frequently measured by two calculations — net interest
margin and net interest rate spread. Net interest margin is determined by dividing fully-taxable equivalent net interest revenue by
average earning assets. Net interest rate spread is the difference between the average fully-taxable equivalent yield earned on interest
earning assets and the average rate paid on interest bearing liabilities. Net interest margin is generally greater than the net interest
rate spread due to the additional income earned on those assets funded by non-interest bearing liabilities, or free funding, such as
demand deposits and shareholders’ equity.

Net interest margin for 2001 was 4.00%, a decline of 14 basis points from 4.14% for 2000, which represented a decline of 18 basis
points from 4.32% for 1999. Net interest rate spread for 2001 was 3.32%, a decline of five basis points from 3.37% for 2000,
which represented a decrease of 23 basis points from 3.60% for 1999. The decline in net interest margin and net interest rate
spread in 2001 was due to the decrease in asset yield that was not fully offset by the smaller decrease in funding cost. Because the
Company was asset sensitive in the short-term in 2001, the 475 basis point decline in short-term interest rates during 2001 resulted
in interest bearing assets being repriced more quickly than interest bearing liabilities, thus reducing net interest margin and net
interest rate spread.

The Company experienced significant growth in average interest earning assets and average interest bearing liabilities during the
three years ended December 31, 2001. Average interest earning assets increased 5.7% during 2001, 7.6% during 2000 and 7.3%
during 1999, due to increases in the Company’s loan and securities portfolios. Average interest bearing liabilities increased 6.0%
during 2001, 8.6% during 2000 and 7.4% during 1999, due to increases in the Company’s deposits and short-term borrowings.
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The following table presents average interest earning assets, average interest bearing liabilities, net interest income, net interest margin
and net interest rate spread for the three years ended December 31, 2001. Each of the measures is reported on a fully-taxable
equivalent basis.

2099 2020 1999
(Taxable equivalent basis) Average Vield!  Average Vieldd  Average Viele/
{Dollars in thousands) Balance Interest Rate Balance Interest Rats Balance  nterest Rate
ASSETS
Loans (net of unearned
income) (N $ 6,010,841 $516,098 85%% $5791569 $527618 9.11% $5211,539 §459593 8.82%
Mortgages heid for sale 53,558 3381 631% 39,461 3,111 7.88% 51,602 3638 7.05%
Held-to-maturity securities:
Taxable 920,939 56,417 6.13% 796,125 49,086 6.17% 670,051 39,007 5.82%
Non-taxable © 214,694 16,411 7.64% 325,027 24,108  7.42% 315,206 23,072  732%
Available-for-sate securities:
Taxable 831,885 50,848 6.11% 1,040,875 68,740  6.60% 1,108,558 67839 6.13%
Non-taxable @ 180,370 13,073 7.25% 73,829 5,011 8.14% 88,364 7,163  8.11%
Federal funds sold and
short-term investments 439,621 21,200 4.82% 119,752 7440 621% 162,578 8,135 5.00%
Total interest earning
assets and revenue 8,651,908 677428 7.83% 8,186,638 686,114 8.38% 7,607,898 508,547 8.00%
Other assets 691,608 646,878 604,718
Less: allowance for
credit losses (81,604) (77,042) (73,420}
Total $ 9,261,912 $ 8,756,474 $ 8,139,196
LIABILITIES AND SHAREHOLDERS” EQUITY
Deposits:
Demand - interest bearing $ 1,893,075 $ 50,727 268% §$ 1,672,466 $ 54,226 3.24% $1,585545 § 45379 2.86%
Savings 885,025 31,839 3.60% 874,707 38948 4.45% 956,056 36,144 3.78%
Time 3,912,405 218,272 5.58% 3,758,003 217,191 5.78% 3,376,833 175,228 5.19%

Federal funds purchased,

securities sold under

repurchase agreements

and other short-term

borrowings 503,024 21,614  430% 454,089 26,742 5.89% 270,185 13,748 5.09%
Long-term debt 145,097 8,641  5.96% 164,683 9,776  5.94% 185,632 9,651  5.20%

Total interest bearing
liabilities and expenses 7,338,626 331,093 451% 6,923,948 346,883 5.01% 6,374,251 280,150 4.40%
Demand deposits -

non-interest bearing 1,003,229 967,823 934,168
Other liabilities 123,351 102,819 93,250

Total liabilities 8,465,206 7,994,590 7,401,670
Shareholders’ equity 796,706 761,884 737,526

Total $ 9,261,912 $ 8,756,474 $ 8,139,196
Net interest revenue $ 346,335 $ 339,231 $ 328,397
Net interest margin 4.00% 4.14% 4.32%
Net interest rate spread 3.32% 3.37% 3.60%
Interest bearing liabilities to

interest earning assets 84.82% 84.58% 83.78%

() includes taxable equivalent adjustments of $1,273,000, $1,538,000 and $1,293,000 in 2001, 2000 and 1999, respectively, using an effective tax rate of 35%.

@) Non-accrual loans are immaterial for each of the years presented.

) Includes taxable equivalent adjustments of $5,744,000, $8,438,000 and $8,092,000 in 2001, 2000 and 1999, respectively, using an effective tax rate of 35%.
@ Includes taxable equivalent adjustments of $4,576,000, $2,103,000 and $2,492,000 in 2001, 2000 and 1999, respectively, using an effective tax rate of 35%.
) Interest expense includes interest paid on liabilities not included in averages.
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Net interest revenue may also be analyzed by segregating the rate and volume components of interest revenue and interest expense.
The table that follows presents an analysis of rate and volume change in net interest revenue from 2000 to 2001 and from 1999 to
2000. Changes that are not solely due to volume or rate have been allocated to volume.

2009 OVER 2000 ~ INCREASE (DECREASE) 2000 OVER 1939 ~ INCREASE (DECREASE)

(Taxable equivalent basis)

(In thousands) Volurme Rate Total Volume Rate Total

INMTEREST REVENUE
Loans {(net of unearned income) $ 18,827 $(30,347) $(11,520) $ 52,841 $ 15,184 $ 68,025

Mortgages held for sale 890 (620) 270 (957) 430 (527)
Held-to-maturity securities:
Taxable 7,646 (315) 7,331 7,773 2,306 10,079
Non-taxable (8,434) 737 (7,697) 728 308 1,036
Available-for-sale securities: _ ’
Taxable (12,774) (5,118) (17,892) - (4,470) 5,271 801
Non-taxable 7,722 (6560) 7,062 (1,183) 31 {1,152)
Federal funds sold and
short-term investments 15,425 (1,665) 13,760 (2,661) 1,966 (695)
Total 29,302 (37,988) (8,686) 52,071 25,496 77,567
INTEREST EXPENSE
Demand - interest bearing 5911 (9,411) (3,500) 2,818 6,028 8,846
Savings 371 (7,479) (7,108) (3,622) 6,424 2,802
Time 8,614 {(7,533) 1,081 22,029 19,933 41,962

Federal funds purchased,
securities sold under
repurchase agreements and

other short-term borrowings 2,103 (7,229) (5,126) 10,830 2,164 12,994
Long-term debt (1,166) ; 31 (1,135)  (1,244) 1,368 124
Total 15,833 (31,621) (15,788) 30,811 35,917 66,728
Total increase {decrease) $ 13,469 $ (6,367) $ 7,102 $ 21,260 $(10,421) $ 10,839

Imterest Rate Sensitivity

The interest rate sensitivity gap is the difference between the maturity or repricing scheduling of interest sensitive assets and interest
sensitive liabilities for a given period of time. A prime objective of asset/liability management is to maximize net interest margin
while maintaining a reasonable mix of interest sensitive assets and liabilities. The following table sets forth the Company’s interest
rate sensitivity at December 31, 2001.
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(In thousands} Days 1 Year 3 Years 5 Vears
Interest carning assats:
Interest bearing deposits with banks $ 18,030 - - $ -
Federal funds sold & repurchase agreements 343,511 - - -
Held-to-maturity securities 25,707 105,058 645,405 334,293
Available-for-sale securities 105,318 43,193 603,278 331,402
Loans, net of unearned discount 2,271,394 1,302,828 2,311,365 187,613
Mortgages held for sale 65,537 - - -

Total interest earning assets 2,829,497 1,451,072 3,560,048 853,308
Interest bearing llabilities:
Interest bearing demand deposits & savings 3,069,380 - - -
Time deposits 1,393,580 1,650,145 633,106 2,120
Federal funds purchased & securities

sold under repurchase agreements 473,912 - - -
Long-term debt 5,000 - - 135,939
Other 917 361 900 150

Total interest bearing liabilities 4,942,799 1,650,506 634,006 138,209
interest rate sensitivity gap $ (2,113,302) (199,427) $ 2,926,042 $ 715,099
Cumulative interest sensitivity gap $ (2,113,302) $ (2.312,729) $ 613,313 $ 1,328,412

In the event interest rates decline after 2001, based on this interest rate sensitivity gap, it is likely that the Company would experience
a slightly positive effect on net interest income in the following one year period, as the cost of funds will decrease at a more rapid
rate than interest income on interest earning assets. Conversely, in periods of increasing interest rates, based on this interest rate
sensitivity gap, the Company would likely experience decreased net interest income. It should be noted that the balances shown in

the table above are for a specific point in time and may not be reflective of positions at other times during the year or in subsequent
periods. Allocations to specific interest rate sensitivity periods are based on the earlier of maturity or repricing dates.

Provisions for Credit Losses and Allowanee for Credit Losses

The provision for credit losses is the annual cost of providing an allowance or reserve for estimated probable losses on loans. The
Company employs a systematic methodology for determining its allowance for credit losses and considers both qualitative and
quantitative factors. Some of the quantitative factors considered by the Company include loan growth, changes in the size and
characteristics of the loan portfolio, net charge-offs, changes in nonperforming and past due loans, historical loan loss experience,
changes in the composition of the loan portfolio, delinquencies, management’s assessment of loan portfolio quality, the value of
collateral, concentrations of loans to specific borrowers or industries and other factors. Some of the qualitative factors that the
Company considers include existing general economic conditions, the existing risks of individual loans and other factors.

The process of determining the adequacy of the provision requires that management make material estimates and assumptions that
are particularly susceptible to significant change. In employing its systematic methodology, the Company follows several processes
to determine the allowance for credit losses.

The allowance for credit losses for commercial loans is based principally upon the Company’s loan classification system. The
Company has a disciplined approach for assigning credit ratings and classifications to individual credits. Each credit is assigned a
grade by the relevant loan officer, which serves as a basis for the credit analysis of the entire portfolio. The grade assigned considers
the borrower’s creditworthiness, collateral values, cash flows and other factors. An independent loan review department is responsible
for reviewing the credit rating and classification of individual credits and assessing trends in the portfolio, adherence to internal
credit policies and procedures and other factors that may affect the overall adequacy of the allowance. The loan review department
is supplemented by regulatory agencies that provide an additional level of review. The loss factors assigned to each classification are
based upon the attributes (loan to collateral values, borrower creditworthiness, etc.) of the loans typically assigned to each grade.
Management periodically reviews the loss factors assigned in light of the general economic environment and overall condition of the
loan portfolio and modifies the loss factors assigned to each classification as deemed appropriate. The allowance for credit losses for
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the consumer loan portfolio is based upon delinquencies and historic loss rates. The overall allowance includes a component
representing the results of other analyses intended to ensure that the allowance is adequate to cover other probable losses inherent in
the portfolio. This component considers analyses of changes in credit risk resulting from the differing underwriting criteria in acquired
loan portfolios, industry concentrations, changes in the mix of loans originated, overall credit criteria and other economic indicators.

The provision for credit losses, the allowance for credit losses as a percentage of loans outstanding at the end of 2001, 2000 and
1999 and net charge-offs for those years are shown in the following table:

(Dollars in thousands} 2001 260380 1939

Provision for credit losses $ 22,259 $ 26,166 $17,812
Allowance for credit losses as
a percentage of loans

outstanding at year end 1.37% 1.34% 1.34%
Net charge-offs $ 20,839 $ 19,634 $ 12,965
Net charge-offs as a percentage

of average loans 0.35% 034% 0.25%

The provision for credit losses for 2001 decreased 14.9% from the provision for 2000, which reflected a special charge of $6.1 million
made to provide for probable losses in the loan portfolio acquired in the merger with First United Bancshares, Inc., and to reflect
differences in underwriting standards at the acquired company. In part, these differences in underwriting standards also led to a 6.1%
increase in net charge-offs during 2001 and increases in internal credits ratings and classifications of the Company’s overall loan
portfolio at December 31, 2001. If the 2000 provision for credit losses is reduced by the special charge of $6.1 million, the Company’s
2001 provision increased by $2.2 million, or 10.9%, as compared to the 2000 provision. This increase in provision reflects the
increased level of net charge-offs in 2001 versus 2000, $20.8 million in 2001 compared to $19.6 million in 2000. The increase in
provision in 2001 versus 2000 also reflects the increase in non-performing assets which totaled $60.0 million at December 31, 2001,
compared to $50.1 million at December 31, 2000. The provision for credit losses for 2000 increased 46.9% from the provision for
1999, principally as a result of the $6.1 million special charge related to the merger with First United Bancshares, Inc. and because
of a 51.4% increase in net charge-offs during 2000. The increase in provision in 2000 versus 1999 also reflects the increase in non-
performing assets which totaled $50.1 million at December 31, 2000, compared to $43.0 million at December 31, 1999. In all years
presented, increases in consurmer based loans were the principal contributors to the higher levels of net charge-offs.

For further information on nonperforming and classified loans, see “Financial Condition — Loans.”

Other Revenue

The components of other revenue for the years ended December 31, 2001, 2000 and 1999 and the percentage change from the prior
year are shown in the following table:

2001 2000 1999

(Dollars in thousands) Armournt % Change Amount % Change Amount % Change
Mortgage lending $ 17,186 +58.0% $ 10,874 -40.5% ¢ 18,289 +32.4%
Service charges 42,759 +5.7 40,472 +10.9 36,503 +7.8
Life insurance premiums 4,528 +5.3 4,300 +8.2 3,975 +8.8
Trust income 6,929 +3.4 6,700 +4.7 6,400 +8.6
Securities gains (losses), net 10,671 NM (15,632) NM 4,416 +224.0
Insurance commissions 20,422 +27.4 16,034 +18.1 13,573 +8.8
Cther 26,138 +14.5 22,830 +33.0 17,165 +18.9
Total other revenue $ 128,633 +50.3% $ 85,578 -14.7% $ 100,321 +17.4%

The Company’s revenue from mortgage lending consists principally of revenue generated by originating loans, which includes loan
origination fees and net gains or losses from the sales of mortgage loans, and by servicing loans for others. The Company’s mortgage
lending revenue typically fluctuates as interest rates change. The Company’s normal practice is to generate mortgage loans, sell them
in the secondary market and retain the servicing rights to the sold loans. The origination process, which includes secondary marketing,
otherwise referred to as the sale of loans originated, produced revenue of $19.0 million, $8.2 million, and $11.3 million for 2001,




2000 and 1999, respectively. Cf the revenue from the origination process, the sale of mortgage loans resulted in net losses of $1.7
million, $1.5 million and $2.6 million for 2001, 2000 and 1999, respectively. Historically, origination volumes have varied as
mortgage interest rates have changed. Rising mortgage interest rates have generally resulted in a decrease in the volume of
originations, while falling mortgage interest rates have generally resulted in an increased volume of originations. The servicing
process includes the actual servicing of loans and the recognition of changes in the valuation of capitalized mortgage servicing
rights. Capitalized mortgage servicing rights are evaluated for impairment based on the excess of the carrying amount of the
mortgage servicing rights over their fair value. The servicing process generated a loss of $1.8 million in 2001, and revenues of $2.7
million in 2000 and $7.0 million in 1999. The fluctuation in servicing revenue is primarily due to changes in the valuation of
capitalized mortgage servicing rights. Lower mortgage rates in 2001 and 2000 resulted in impairment expense of $4.9 million in
2001 and $1.0 million in 2000. Rising mortgage interest rates during 1999 resulted in the recovery of $3.3 million during 1999 of
previously recorded impairment. The following table presents the principal amount of mortgage loans serviced at December 31,
2001, 2000 and 1999 and the percentage change from the previous year end.

2601 2000 1999
{Dolfars in millions) Ameount % Change Arnournt % Change Amount % Change
Mortgage loans serviced $ 2522 +13.8% $ 2,217 +6.3% $ 2,085 +13.6%

Service charges on deposit accounts increased in 2001, 2000 and 1999 because of higher volumes of items processed, growth in the
number of deposit accounts and rate increases. Life insurance premium revenue increased 5.3% in 2001, 8.2% in 2000 and 8.8%
in 1999, Trust income increased 3.4% in 2001, 4.7% in 2000 and 9.6% in 1999, as a result of increases in the number of trust
accounts and the value of assets under care (either managed or in custody). Net securities gains of $10.7 million were recorded in
2001 and reflect the sales of securities from the available-for-sale portfolio and certain securities that were within three months of
maturity from the held-to-maturity portfolio. In the second half of 2001, approximately $200 million in intermediate term securities
were purchased in anticipation of further reductions in interest rates that could result in the recognition of additional impairment
charges related to the Company’s mortgage servicing asset. These securities were sold in the third quarter of 2001 with a gain of
$3.9 million. The proceeds were again reinvested in intermediate term securities and these securities were sold in the fourth quarter
of 2001 with a gain of $3.6 million. In 2000, the Company restructured the securities portfolio acquired through the August 31,
2000 merger with First United Bancshares, Inc. by selling approximately $680 million of securities and reinvesting the net proceeds
in higher yielding securities, which resulted in securities losses of $15.7 million in the fourth quarter of 2000. In 1999, the Company
established a charitable foundation and contributed appreciated equity securities to initially fund the foundation. This transaction
resulted in securities gains of approximately $4.14 million, which are reflected in the results for 1999. Revenue from insurance
commissions grew steadily during 2001, 2000 and 1999, as the Company continued to expand those products and services. The
increases in the other component of other revenue in 2001, 2000 and 1999 were primarily attributable to fees generated from
brokerage activities, as well as increased analysis charges and debit card net interchange.

Other Expense
The components of other expense for the years ended December 31, 2001, 2000 and 1999 and the percentage change from the
prior year are shown in the following table:

2001 2000 1999

(Dollars in thousands) Ameunt % Change Amount % Change Amouat % Change
Salaries and employee

benefits $ 155,680 +16.3% $ 133,855 +7.3% $ 124,750 +9.0%
Occupancy, net 20,529 +11.9 18,343 +8.4 16,918 +7.5
Equipment 26,799 +11.0 24,137 +11.7 21,618 +7.5
Telecommunications 8,693 +20.2 7,234 +1.8 7,096 +18.5
Merger-related - -100.0 9,215 +656.6 1,218 -65.9
Other 83,612 +2.7 81,443 +1.4 80,282 +9.9
Total other expense $ 295,313 +7.7% $ 274,227 +8.9% $ 251,882 +8.1%

Salaries and employee benefits expense for 2001, 2000 and 1999 included increases in salaries and employee benefits due to incentive
payments and salary increases, increases in the cost of employee health care benefits and the hiring of employees to staff the banking




locations added during those years; however, salaries and employee benefits expense for all three years were impacted by changes in
stock appreciation rights (SARs) expense, which is included in salaries and employee benefits expense. The Company previously
granted SARs to certain of its employees, which requires the Company to recognize an expense in the event of an increase in the
market price of the Company’s common stock or a reduction of expense in the event of a decfine in the market price of the Company’s
common stock. In 2001, the Company’s common stock price increased approximately 36.2%, which resulted in SAR expense of
$1,903,000. In 2000, the Company’s common stock price declined by approximately 25.3%, and in 1999, the Company’s common
stock price declined by approximately 9.9%. As a result of these declines in value, reductions in expense of $1,844,000, and
$956,000 were recorded in 2000 and 1999, respectively. At December 31, 2001, the Company had approximately 445,000 SARs
outstanding. Based on that amount, a dollar increase in the Company’s stock price would result in $445,000 in SAR expense while
a dollar decrease in the Company’s stock price would result in a $445,000 reduction in SAR expense,

Occupancy and equipment expenses increased in 2001, 2000 and 1999 principally as a result of additional branch offices, equipment
upgrades and upgrades to the Company’s internal operating systems. Telecommunications expense increased as a resuit of expanded
voice and data networks and expansion of the Bank’s call center, all of which related to providing higher levels of convenient
consumer oriented banking services. The increase during 1999 in the other component of other expense was primarily attributable
to a contribution of appreciated equity securities with an aggregate market value of $4.14 million to a charitable foundation
established by the Company in 1999.

As a direct result of the Company’s merger activity, merger-related and other costs of $9.2 million and $1.2 million were recorded in
2000 and 1999, respectively. These merger-related and other costs included termination and change of control payments, contract
termination charges, professional fees, elimination of duplicate facilities charges and other charges.

Financial Condition

Loans

The Company’s loan portfolio represents the largest single component of the Company’s earning asset base, comprising 69.5% of
average earning assets during 2001. The following table indicates the average loans, year end balances of the loan portfolio and the
percentage increases for the years presented.

2001 2000 1999
(Dollars in milfions) Amournt % Change Amount % Change Ameount % Change
Leans, net of unearned - average $ 6,010 +3.8% $ 5,791 +11.1% $ 5211 +10.6%
Loans, net of unearned - year end 6,073 -C.4 6,095 +10.0 5,542 +12.3

While average loans increased 3.8% in 2001 when compared to 2000, loans outstanding at December 31, 2001 were down slightly,
0.4%, when compared to December 31, 2000. This slowdown in loar growth in 2001 reflects general weakness in the economy of
many of the markets served by the Company. In addition, part of the slowdown in loan growth in 2001 is due to the Company’s
decision to reduce its exposure to indirect automobile sales financing by allowing its portfolio of such loans to decline. The
Company’s portfolio of indirect automobile loans decreased $113.9 million since December 31, 2000, reaching $146.4 million at
December 31, 2001.

Quality is stressed in the Company’s lending policy as opposed to growth. The Company’s non-performing assets, which are carried
either in the loan account or other assets on the consolidated balance sheets, were as follows at the end of each year presented.

{Dollars in thousands) 2001 2000 1999

Foreclosed properties $ 16,140 $ 7,893 $ 11,182
Non-accrual loans 10,825 15,572 13,352
Loans 90 days or more past due, still accruing 33,012 25,732 17,311
Restructured loans 40 879 1,125
Total non-performing assets $ 60,017 $ 50,076 $ 42,970

Total non-performing assets as a percentage of net loans 0.99 % 082% 0.78%




The increases in the Company’s non-performing assets in 2001 and 2000 reflect a general slow down in the overall economy of the
region serviced by the Company. The Company has not, as a matter of policy, participated in any highly leveraged transactions nor
made any loans or investments relating to corporate transactions such as leveraged buyouts or leveraged recapitalizations. At
December 31, 2001, 2000 and 1999, the Company did not have any concentration of loans in excess of 10% of loans outstanding.
Loan concentrations are considered to exist when there are amounts loaned to multiple borrowers engaged in similar activities
which would cause them to be similarly impacted by economic or other conditions. However, the Company does conduct business
in a geographically concentrated area. The ability of the Company’s borrowers to repay loans may be dependent upon the economic
conditions prevailing in the Company’s market area.

Included in non-performing assets above were loans the Company considered impaired totaling $17.6 million, $14.7 million and
$7.9 million at December 31, 2001, 2000 and 1999, respectively.

Securities and Other Earning Assets

The securities portfolio is used to make various term investments, to provide a source of liquidity and to serve as collateral to secure
certain types of deposits and borrowings. A portion of the Company’s securities portfolio continues to be tax-exempt. Investments in
tax-exempt securities totaled $365.8 million at December 31, 2001, compared to $414.9 million at the end of 2000. The Company
invests only in investment grade securities, with the exception of obligations of certain counties and municipalities within the
Company’s market area, and avoids other high yield non-rated securities and investments.

At December 31, 2001, the Company’s available-for-sale securities totaled $1.1 billion. These securities, which are subject to
possible sale, are recorded at fair value. At December 31, 2001, the Company held no securities whose decline in fair value was
considered other than temporary.

Net unrealized gains on investment securities as of December 31, 2001 totaled $77.3 million. Net unrealized gains on held-to-
maturity securities comprised $37.9 million of that total, while net unrealized gains on available-for-sale securities were $39.4 million.
Net unrealized gains on investment securities as of December 31, 2000 totaled $35.1 million. Of that total, $10.5 million was
attributable to held-to-maturity securities and $24.6 million to available-for-sale securities.

In the fourth quarter of 2000, the Company restructured the securities portfolio acquired in the August 31, 2000 merger with
First United Bancshares, Inc. by selling approximately $680 million of securities and reinvesting the net proceeds in higher
yielding securities.

Deposits
Deposits are the Company’s primary source of funds to support its earning assets. The Company has been able to effectively compete

for deposits in its primary market areas.

The following table presents the Company’s average deposit mix and percentage change for the years indicated.

2807 2000 99
Averege % AVErags % Ayeregs %
{Doflars in millions} Balance Changa Balence Change Balance Crange
interest bearing deposits $ 6,650 +6.1% $ 6,305 +6.5% $ 5918 +6.1%
Non-interest bearing deposits 1,003 +3.7 967 +3.6 934 +8.5

Total average deposits $ 7,693 +5.8 $ 7,272 +6.1 $ 6,852 +6.4




Liquidity, Capital Resources and Off-Balance Sheet Arrangements

One of the Company’s goals is to provide adequate funds to meet changes in loan demand and increases in the normal level
of deposit withdrawals. This goal is accomplished primarily by generating cash from operating activities and maintaining
sufficient short-term liquid assets. These sources, coupled with a stable deposit base and a strong reputation in the capital
markets, allow the Company to fund earning assets and maintain the availability of funds. Management believes that the
Company’s traditional sources of maturing loans and investment securities, sales of mortgages held for sale, cash from
operating activities and a strong base of core deposits are adequate to meet the Company’s liquidity needs for normal
operations. To provide additional liquidity, the Company utilizes short-term financing through the purchase of federal funds

~ and securities lending arrangements. Further, the Company maintains a borrowing relationship with the Federal Home Loan_
Bank (FHLB) which provides liquidity to fund term loans with borrowings of matched or longer maturities. At December 31,
2001, the Company had long-term advances from the FHLB totaling approximately $141 million, bearing interest rates from
5.75% t0 7.19%. The Company has pledged first mortgage loans to secure the FHLB borrowings and has $397 million in
additional borrowing capacity under the existing FHLB borrowing agreement. Further, the Company has informal federal
funds borrowing arrangements aggregating $1.8 billion. Secured borrowing arrangements utilizing the Company’s securities
portfolio also provide substantial additional liquidity to the Company. Such arrangements typically provide for borrowings of
95% to 98% of the unencumbered fair value of the Company’s U.S. Government and government agencies’ securities
portfolio. Should the Company’s traditional sources of liquidity be constrained, forcing the Company to pursue avenues of
funding not typically used, the Company’s net interest margin could be impacted negatively. The Company has not used in
the past and does not expect to use in the future off-balance sheet entities to support the Company’s liquidity and capital
needs. These entities are commonly referred to as special purpose entities and are often used as a mechanism to facilitate the
sale of assets. The Company does utilize, among other tools, maturity gap tables, interest rate shock scenarios and an active
asset and liability management committee to analyze, manage and plan asset growth and to assist in managing the
Company’s net interest margin and overall level of liquidity. The Company’s approach to providing adequate liquidity has
been successful in the past and management does not anticipate any near- or long-term changes to its liquidity strategies.

In the ordinary course of business, the Company enters into various off-balance sheet commitments and other arrangements
to extend credit, which are not reflected in the consolidated financial position of the Company. The business purpose of these
off-balance sheet commitments is the routine extension of credit. As of December 31, 2001, commitments to extend credit
included approximately $58 million for letters of credit and approximately $1.2 billion for mortgage financing, construction
credit, credit card and other revolving line of credit arrangements. While most of the commitments to extend credit are made
at variable rates, included in these commitments are forward commitments to fund individual fixed-rate mortgage loans of
approximately $45.7 million at December 31, 2001. The fair value of these loan commitments was a loss of approximately
$69,000, which has been recognized in the Company’s results of operations. Fixed-rate lending commitments expose the
Company to risks associated with movements in interest rates. As a method to manage these risks, the Company also enters
into forward commitments to sell individual fixed-rate mortgage loans. At December 31, 2001, the Company had $81.2
million in such commitments to sell, with a carrying and fair value of $1.5 million. The Company also faces the risk of
deteriorating credit quality of borrowers to whom a commitment to extend credit has been made, however no significant
credit losses are expected from these commitments and arrangements.

The Company is required to comply with the risk-based capital guidelines established by the Board of Governors of the Federal
Reserve System. These guidelines apply a variety of weighting factors which vary according to the level of risk associated with the
assets. Capital is measured in two “Tiers”: Tier I consists of common shareholders’ equity and qualifying noncumulative
perpetual preferred stock, less goodwill and certain other intangible assets, and Tier II consists of general allowance for losses on
loans and leases, “hybrid” debt capital instruments, and all or a portion of other subordinated capital debt, depending upon
remaining term to maturity. Total capital is the sum of Tier I and Tier If capital. The Company’s Tier I capital and total capital, as a
percentage of total risk-adjusted assets, was 10.70% and 11.91%, respectively, at December 31, 2001, compared to 11.31% and
12.56%, respectively, at December 31, 2000. Both ratios exceeded the required minimum levels for these ratios of 4% and 8%,
respectively, for each period. In addition, the Company’s Tier I leverage capital ratio. (Tier I capital divided by total assets, less
goodwill) was 7.94% at December 31, 2001, and 8.10% at December 31, 2000, compared to the required minimum leverage
capital ratio of 3%. ' ' '

The FDIC’s capital-based supervisory system for insured financial institutions categorizes the capital position for banks into five
categories, ranging from well capitalized to critically undercapitalized. For a bank to classify as “well capitalized,” the Tier I risk-
based capital, total risk-based capital and leverage capital ratios must be at least 6%, 10% and 5%, respectively. The Bank met the




criteria for the “well capitalized” category at December 31, 2001.

The Company may pursue acquisition transactions of depository institutions and businesses closely related to banking which further
the Company’s business strategies. The Company anticipates that a portion of the consideration for substantially all of these
transactions, if any, would be shares of the Company’s common stock; however, transactions involving only cash consideration or
other forms of consideration may also be considered.

On March §, 2001, the Company announced a stock repurchase program whereby the Company may acquire up to 4.2 million
shares of its common stock, or approximately 5% of the shares of common stock then outstanding. As of December 31, 2001,
2,965,115 shares of the Company’s common stock had been repurchased under this repurchase program. The shares are to be
repurchased from time to time in the open market at prevailing market prices or in privately negotiated transactions. The extent and
time of any remaining repurchases will depend on market conditions and other corporate considerations. The Company expects to
complete the repurchase program within 18 months from its commencement date of March 9, 2001. Repurchased shares will be
held as authorized but unissued stock and will be available for use in connection with the Company’s stock option plans and other
compensation programs, or for other corporate purposes as determined by the Company’s Board of Directors.

On February 185, 2002, the Company announced a stock repurchase program whereby the Company may acquire up to 4.1 million
shares of its common stock, in addition to the 1,234,885 shares that the Company had yet to repurchase as of December 31, 2001,
pursuant to the common stock repurchase program authorized on March 5, 2001. The shares are to be repurchased from time to
time in the open market at prevailing market prices or in privately negotiated transactions. The extent and time of any repurchases
will depend on market conditions and other corporate considerations. This repurchase program is expected to be completed within
18 months from its announcement date. Repurchased shares will be held as authorized but unissued shares and will be available for
use in connection with the Company’s stock option plans and other compensation programs, or for other corporate purposes as
determined by the Company’s Board of Directors.

The Company conducts its stock repurchase program by using funds received in the ordinary course of business. The Company has
not experienced a material effect on its capital resources or liguidity, and does not expect to experience any material effects in
connection with its stock repurchase programs during the terms of these programs.

On January 28, 2002, BancorpSouth Capital Trust I (the “Trust”), a business trust which is treated as a subsidiary of the Company
for financial reporting purposes, issued 5,000,000 shares of 8.15% trust preferred securities, $25 face value per share, due January 28,
2032 and callable at the option of the Company after January 28, 2007. Payment of distributions on the trust preferred securities is
guaranteed by the Company, but only to the extent the Trust has funds legally and immediately available to make such distributions.
The Trust invested the net proceeds of $121,062,500 in the 8.15% Junior Subordinated Debt Securities issued by the Company,
which will mature on January 28, 2032, The net proceeds to the Company from the issuance of its Junior Subordinated Debt
Securities to the Trust will be used for general corporate purposes, including the repurchase of shares of its outstanding common
stock, investments at the holding company level, extensions of credit to its subsidiaries and possible acquisitions.

Certain Litigation Contingencies

In some states in which we operate, and particularly in Mississippi, there has been a substantial increase in litigation against
financial services companies in connection with lending, insurance and other financial transactions. While the allegations vary
from case to case and from company to company, in general such cases allege that loans were originated or renewed at a time
or in a way that improperly enhanced the charges paid by the borrower and/or that the borrowers were sold insurance
products or charged fees without appropriate disclosures.

As previously disclosed, such cases have been filed against some of our subsidiaries. During 2001 the number of cases filed
against our subsidiaries, and the number of individual plaintiffs in those cases, has substantially increased. Such claims are

now being asserted by several hundred individuals in an increasing number of cases filed in several different counties noted
for large jury awards. Since attorneys are actively advertising for such claimants, and since some of the attorneys who have
already filed cases purport to represent hundreds of additional claimants for whom they have not vet filed proceedings, the
number of cases filed and the number of individuals asserting such claims will in all probability continue to increase.

These actions tend to seek large amounts of damages for claims arising out of transactions that involve relatively small
amounts of money. It is not possible to quantify the potential exposure presented by these claims for a number of reasons,
primarily because many of the cases have only been recently filed, the facts vary from case to case and are usually disputed,
the amount of jury awards have differed from county to county and case to case, and the law provides juries little guidance
to determine the amount of punitive damages they may render. The relatively few cases actually tried against other companies
in our market area have produced varying awards. Some cases have resulted in large awards of actual and punitive damages




for each claimant. None of those larger awards has yet been reviewed on appeal. Rather than face the risk and uncertainty of
such awards, some companies have engaged in settlements of such cases. Thus, the results of litigation against other companies
in other cases provide only limited information to predict the amount of risk created by the claims asserted against us since the
factual basis for those claims may be quite different from those asserted against us, the documentation of the transactions
underlying each claim varies from company to company, and jury awards (and the expectation of such awards in influencing
settlement) turn on many factors.

Future legislation and court decisions may limit the amount of damages that can be recovered in such cases; however, we
cannot predict the course of any such legislation or court decisions or the effect that they may have with respect to litigation
directed toward us.

Market Risk

Market risk reflects the risk of economic loss resulting from changes in interest rates and market prices. This risk of loss can be
reflected in either rediiced potential net interest revenue in fiiture periods or diminished market values of financial assets.

_ The Company’s market risk arises primarily from interest rate risk that is inherent in its lending, investment and deposit taking
activities. Financial institutions derive their income primarily from the excess of interest collected over interest paid. The rates of
interest the Company earns on its assets and owes on its liabilities are established contractually for a period of time. Since market
interest rates change over time, the Company is exposed to lower profit margins (or losses) if it cannot adapt to interest rate changes.
Several techniques might be used by a financial institution to minimize interest rate risk. One approach used by the Company is to
periodically analyze its assets and liabilities and make future financing and investing decisions based on payment streams, interest
rates, contractual maturities, repricing opportunities and estimated sensitivity to actual or potential changes in market interest rates.
Such activities fall under the broad definition of asset/liability management. The Company’s primary asset/liability management
technique is the measurement of its asset/liability gap, that is, the difference between the amounts of interest-sensitive assets and
liabilities that will be refinanced (repriced) during a given period. If the asset amount to be repriced exceeds the corresponding
liability amount for a certain day, month, year or longer period, the Company is in an asset-sensitive gap position. In this situation,
net interest revenue would increase if market interest rates rose or decrease if market interest rates fell. If, alternatively, more
liabilities than assets will reprice, the Company is in a liability-sensitive position. Accordingly, net interest revenue would decline
when rates rose and increase when rates fell. These examples assume that interest-rate changes for assets and liabilities are of the
same magnitude, whereas actual interest-rate changes generally differ in magnitude for assets and liabilities.

Management seeks to manage interest-rate risk through the utilization of various tools that include matching repricing periods for
new assets and liabilities and managing the composition and size of the investment portfolio so as to reduce the risk in the deposit
and loan portfolios, while at the same time maximizing the yield generated from the portfolio.

The following table provides information about the Company’s financial instruments that are sensitive to changes in interest rates as
of December 31, 2001. The expected maturity categories take into account repricing opportunities as well as contractual maturities.
For core deposits without contractual maturities (interest bearing checking, savings and money market accounts), the table presents
cash flows based on management’s judgment concerning their most likely runoff or repricing behaviors. The fair value of loans,
deposits and other borrowings are based on the discounted value of expected cash flows using a discount rate which is commensurate
with the maturity. The fair value of securities is based on market prices or dealer quotes.

PRINCIPAL AMOUNT MATURING/REPRICING IN: Falr value
Decambber 31,

(Dollars in thousands) 2002 | 2003 2004 2005 2006 |Thereafer Total 2001
Rate-sensitive assets:
Fixed interest rate loans $2,414,919 1$999,338 [$697,996 [$365208 [$248823 [$187,613 1$4,913,897 |$5,044,083
Average interest rate 7.93% 7.93% 7.72% 7.76% 7.39% 761% 7.85%
Variable interest rate loans  $1,224,840 - - - - - 151,224,840 1$1,212,982
Average interest rate 5.66% - - - - - 5.66%
Fixed interest rate securities § 416,010 ($234,886 :$330,743 1$370,511 |$223,425 [$618,079 1$2,193,654 {$2,231,524
Average interest rate 5.01% 5.68% 5.69% 6.16% 6.08% 6.33% 5.86%
Other interest bearing assets $ 361,541 - - - - - 1$ 361,541 |$ 361,541
Average interest rate 2.567% - - - - - 2.67%
Mortgage servicing rights (" - - - - - - 1$ 37225 |$ 37,225

(1) Mortgage servicing rights represent a non-financial asset that is rate-sensitive in that its value is dependent upon the underlying mortgage loans being

serviced that are rate-sensitive.




{continued) PRINCIPAL ARMOUNT MATURING/REPRICING [N Falr valve
‘ Deczmber 31,

{Doilars in thousands) 2002 2003 2004 2005 2005 |Thereafer! Total 2001
Rete-sensitive labilities:
Savings & interest bearing

checking $3,069,380 - - - - - 1$3,069,380 | $3,069,380
Average interest rate 1.51% - - - - - 1.51%
Fixed interest rate time

deposits $3,043,735 1$409,001 |$104,154 |$ 53,614 |$ 66,337 |$ 2,120 1$3,678961 |$3,740,105
Average interest rate 4.46% 4.58% 5.18% 6.01% 4.79% 5.79% 453%
Fixed interest rate

borrowings $ 6278 |$ 265 '$ 282 $ 303 % 49 1$136,080 !$ 143,267 {$ 142,084
Average interest rate 5.83% 7.28% 731% 7.31% 744% 5.96% 5.96%
Variable interest rate

borrowings $ 473,912 - - - - - 1% 473912 |$ 473912
Average interest rate 3.06% - - - - - 3.06%
Rete-sensitive of balance sheet Kems: |
Commitments to extend

credit for single family

mortgage loans $ 45,685 - - - - - !$ 45685 |$ 45,685
Average interest rate 6.75% - - - - - 6.75%
Forward contracts $ 73,500 - - - - - $ 73500 ($ 73,500
Average interest rate 6.15% - - - - - 6.15%

) 73 i ! e i H=FeS [
Report of Indepencent Aucitors
The Board of Directors and Shareholders
BancorpSouth; Inc.:

We have audited the consolidated balance sheets of BancorpSouth, Inc. and subsidiaries as of December 31, 2001 and 2000, and
the refated consolidated statements of income, shareholders’ equity and comprehensive income and cash flows for each of the years
in the three-year period ended December 31, 2001. These consolidated financial statements are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of America. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement, An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates made by management, as well
as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of
BancorpSouth, Inc. and subsidiaries at December 31, 2001 and 2000, and the results of their operations and their cash flows for
each of the years in the three-year period ended December 31, 2001, in conformity with accounting principles generally accepted in
the United States of America.

KPre P

Memphis, Tennessee

January 17, 2002, except as to note 22,
which is as of February 13, 2002




Consolidated Balance Sheals
BancorpSouth, Inc. and Subsidiaries

Decermnber 31

(in thousands) 2001 2000
JASS 3t
Cash and due from banks (Note 20) $ 341,513 $ 314,888
Interest bearing deposits with other banks 18,030 11,687
Held-to-maturity securities (Note 3} {fair value
- of $1,148,333 and $1,195,644) - - o : ‘ - 1,110,463 1,189,129
Available-for-sale securities (Note 4} (amortized cost
of $1,043,766 and $832,781) 1,083,191 857,400
Federal funds sold and securities purchased under
agreement to resel! 343,511 212,925
loans {(Notes 5, 6, 9 and 16) 8,127,045 6,161,082
Less: Unearned discount 53,845 65,767
Allewance for credit iosses 83,150 81,730
~ Net loans 5,990,050 8,013,585
Mortgages held for sale 65,537 27,820
Premises and equipment, net (Note 7) 211,576 197,838
Accrued interest receivable 85,358 89,605
Other assets (Note 17) , v 145,189 129,097
Total Assels . , $9,395,429 $9,044,034

Liabilities and Shareholders’ Equity

Deposits:

Demand: o o . . . .
Non-interest bearing $1,108,498 $ 1,009,808
Interest bearing - 2,158,698 1,682,278

Savings 910,682 924,591

Other time {(Note 8) 3,678,961 3,864,243

Total depesits 7,856,840 7,480,920

Federal funds purchased and securities scid under
repurchase agreements (Note 8) 473,912 503,427
Accrued interest payable 31,124 40,611
Other liabilities (MNotes 10 and 11) , . 87,211 77,451
Long-term debt (Note 9} 140,239 152,049
Total Liabilities 8,590,026 8,254,458

Shareholders’ Equity (Notes 2, 14 and 15)
Common stock, $2.50 par value
Authorized - 500,000,000 shares; Issued — 81,225,790 and

84,043,340 shares 203,064 210,108
Capital surplus 11,457 48,667
Accumulated other comprehensive income 24,243 15,202
Retained earnings 566,639 515,599

Tetal Sharcholders’ Eoulty 805,403 789,576
Commitments and contingent liabilities (Note 20) - -

Total Liabilittes and Sharsholders” Equity $9,395,429 $9,044,034

See accompanying notes to consolidated financial statements.




Comsolidatec Statements of [ncome
BancorpSouth, Inc. and Subsidiaries
Years Encled Decemiber 31
{In thousands, except per share amounts) 2001 2000 1999
Interest Revenue
Loans $ 514,824 $ 526,080 $ 458,300
Deposits with other banks 521 1,175 1,263
Federal funds soid and securities purchased
under agreement to resell 20,677 6,266 6,869
Held-to-maturity securities:
Taxable 56,417 48,086 39,607
Tax-exempt 10,667 15,670 14,983
Available-for-sale securities:
Taxable 50,848 68,740 67,939
Tax-exempt 8,500 3,907 4,671
Mortgages held for sale 3,381 3,114 3,638
Total interest revenue 665,835 674,035 596,670
Interest Expense
Deposits ' 300,838 310,365 256,751
Federal funds purchased and securities sold
under repurchase agreements 21,535 16,966 8,362
Cther 8,720 19,552 15,037
Total interest expense 331,093 346,883 280,150
Net interest revenue 334,742 327,152 316,520
Provision for credit losses (Note 6} 22,259 26,166 17,812
Net interest revenue, after provision for credit losses 312,483 300,986 298,708
Other Revenue
Mortgage lending 17,186 10,874 _ 18,289
Service charges 42,759 40,472 36,503
Life insurance premiums 4,528 4,300 3,975
Trust income 6,329 5,700 6,400
Securities gains {losses), net 10,671 (15,632) 4,416
Insurance commissions 20,422 16,034 13,573
Other 26,138 22,830 17,165
Total other revenue 128,633 85,578 100,321
Orlher Expanse
Salaries and employee benefits (Notes 11 and 13) 155,680 133,855 124,750
Occupancy, net of rental income 20,529 18,343 16,918
Equipment 26,799 24,137 21,618
Telecommunications 8,693 7,234 7,096
Merger related - 9,215 1,218
Cther 83,612 81,443 80,282
Total other expense 295,313 274,227 251,882
income before income taxes 145,803 112,337 147,147
Income tax expense (Note 10) 47,340 37,941 44,736
Net Income $ 98,463 $ 74,396 $ 102,411
Net income Per Share (Note 14); Basic ¢ 119 $ 088 $ 120
Diluted $ 119 $ 088 $ 119
See accompanying notes to consolidated financial statements.
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Consolidated Statements of Shareholders’ Equity and
Comprehensive Income
BancorpSouth, Inc. and Subsidiaries
Years Ended December 31, 2001, 2000 and 1993

Accurmulated
Commeon Stock Other
Capital Comprehensive Retained
(Dolffars in thousands, except per share amounts} Shares Amour Surplus lncome Earnings Total
Balance, Decamiber 37, 1993 85,641,562 $ 214,104 $ 70,801 $ 14,134 $ 424,123 $723,162
Net income - - - - 102,411 102,411
Change in fair value of available-for-sale
‘ securities, net of tax effect
A of $16,279 (Note 15) - - - (28,283) - (28,283)
Comprehensive income - - - - - 74,128
Shares issued 86,354 166 506 - 65 737
Recognition of stock compensation - - - - 70 70
Purchase of stock (52,500) (131) (726) - - (857)
Cash dividends declared, $0.49 per share - - - - (40,129  (40,129)
Balance, December 31, 1999 85,655,416 214,139 70,581 (14,149) 486,540 757,111
Net income - - - - 74,396 74,396
Change in fair value of available-for-sale
securities, net of tax effect
of ($16,969) (Note 15) - - - 29,351 - 29,351
Comprehensive income - - - - - 103,747
Shares issued:
Business combination (Note 2) 95,000 237 1,123 - - 1,360
Cther shares issued 271,074 677 1,001 - (10) 1,668
Recognition of stock compensation - - 1,463 - (1,065) 338
Purchase of stock (1,978,150} (4,945} {25,501) - - (30,445)
Cash dividends declared, $0.53 per share - - - - (44,262)  (44,262)
Balance, Decamber 31, 2000 84,043,340 210,108 48,667 15,202 515,599 789,576
Net income - - - - 98,463 98,463
Change in fair value of available-for-sale
securities, net of tax effect
of (§5,765) {Note 15) - - - 9,041 - 9,041
Comprehensive income - - - - - 107,504
Shares issued 127,305 318 865 - - 1,184
Recognition of stock compensation 56,000 140 935 - (115) 960
Purchase of steck (3,000,855) (7,502) (3%9,011) - - (46,513)
Cash dividends declared, $0.57 per share - - - - (47,308) {47,308)
Balance, December 31, 2001 81,225,790 $ 203,064 $ 11,457 $ 24,243 $ 566,639 $ 805,403
See accompanying notes to consolidated financial statements.
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ConsolicaTtet STatehnents or Casn FIowWs

BancerpSouth, Inc. and Subsidiaries

Years Ended December 39

{in thousands) 2001 2030 1889
Operating Activities:
Net income $ 98,463 $ 7439 $ 102,411
Adjustment to reconcile net income 1c net
cash provided by operating activities:
Provision for credit losses 22,259 26,166 17,812
Depreciation and amortization 27,328 22,697 19,966
Deferred taxes 3,452 (1,833) {448)
Amortization of intangibles 3,744 3,747 2,937
Amortization of debt securities premium
and discount, net (1,190 (1,464) (2,746)
Security losses {gains), net (10,671) 15,632 (4,416)
Net deferred loan origination expense 1,134 {4,576) (5,016)
({Increase) decrease in interest receivable 4,246 {(16,529) (4,230)
Increase (decrease) in interest payable (9,487) 9,682 1,307
Realized gain on student loans sold (2,403) (2,736) (984)
Proceeds from mortgages sold 876,143 345,507 565,687
Origination of mortgages held for sale (913,860) (335,326) (53%,854)
Other, net (3,913) 5,431 (9,298)
Net cash provided by operating activities 95,245 139,788 143,128
Investing Activities:
Proceeds from calls and maturities of held-
to-maturity securities 509,300 306,825 230,726
Proceeds from calls and maturities of available-
for-sale securities 348,464 573,948 1,181,115
Proceeds from sales of held-to-maturity securities 51,212 38 9,040
Proceeds from sales of available-for-sale securities 766,110 719,568 105,234
Purchases of held-to-maturity securities (649,328) (416,789) {429,110)
Purchases of available-for-sale securities (1,142,904) (1,163,648) {(1,127,549)
Net (increase) decrease in short-term investments (130,586) (102,050) 119,056
Proceeds from student loans sold 93,688 94,361 57,469
Net increase in loans (91,143) (661,807) (670,795)
Purchases of premises and equipment (44,912) {43,188) (21,967)
Proceeds from sale of premises and equipment 6,437 3,342 1,246
Other, net (24,479) 61,859 {10,798)
Net cash used in investing activities (308,141) {633,271) (546,333)
Financing Activities:
Net increase in deposits 375,920 414,275 345,763
Net increase {(decrease) in short-term debt and other
liabilities (27,018) 147,742 89,485
Advances on long-term debt - 26,682 145,000
Repayment of long-term delt (11,110 {(40,976) (83,425)
Issuance of common stock 1,184 951 74
Purchase of common stock (46,513) (30,446) (857)
Payment of cash dividends (46,5%9) (32,781} (38,825)
Net cash provided by financing activities 245,864 478,447 451,215
Inerease (Decrease) in Cash and Cash Eoulvalents 32,968 (15,036) 48,010
Cash and Cash Equivalents at Beginning of Year 326,575 341,611 293,601
Cash and Cash Equivalents at End of Year $ 359,543 $ 326,575 $ 341,611

See accompanying notes to consolidated financial statements.
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Notes to Consolidated Financial Statements
BancorpSouth, Inc. and Subsidiaries
December 31, 2001, 2000 and 1999

~The consolidated financial statements of BancorpSouth, Inc. {the “Company”) have been prepared in conformity with accounting
principles generally accepted in the United States of America and prevailing practices within the banking industry. In preparing the
financial statements, management is required to make estimates and assumptions that affect the reported amounts of assets and
liabilities as of the date of the balance sheet and revenues and expenses for the period reported. Actual results could differ significantly
from those estimates, The Company and its subsidiaries are engaged in the business of banking and activities closely related to
banking. The Company and its subsidiaries are subject to the regulations of certain federal and state agencies and undergo periodic
examinations by those regulatory agencies. The following is a summary of the more significant accounting and reporting policies.

Principles of Consolidation

The consolidated financial statements include the accounts of the Company and its wholly-owned subsidiary, BancorpSouth Bank
{the “Bank™). All significant intercompany accounts and transactions have been eliminated in consolidation. Certain 2000 and 1999
amounts have been reclassified to conform with the 2001 presentation.

Cash Flow Statements

Cash equivalents include cash and amounts due from banks, including interest bearing deposits with other banks. The Company
paid interest of approximately $340,580,000, $337,201,000 and $278,843,000 and income taxes of approximately $48,081,000,
$42,131,000 and $32,283,000 for the years ended December 31, 2001, 2000 and 1999, respectively.

Securities

Securities are classified as either held-to-maturity, trading or available-for-sale. Held-to-maturity securities are debt securities that the
Company has the ability and management has the positive intent to hold to maturity. They are reported at amortized cost. Trading
securities are debt and equity securities that are bought and held principally for the purpose of selling them in the near term. They
are reported at fair value, with unrealized gains and losses included in earnings. Available-for-sale securities are debt and equity
securities not classified as either held-to-maturity securities or trading securities. They are reported at fair value, with unrealized
gains and losses excluded from earnings and reported, net of tax, as a separate component of shareholders’ equity until realized.
Gains and losses on securities are determined on the identified certificate basis. Amortization of premium and accretion of discount
are computed using the interest method. Changes in the valuation of securities which are considered other than temporary are
recorded as losses in the period recognized.

Securities Purchased and Sold Under Agreement to Resell or Repurchase

The Bank has entered into a secured borrowing arrangement with the State of Mississippi whereby the Bank is required to
provide collateral amounts of 102%, in U.S. Treasury or GNMA securities, of the fair value and accrued income of the
securities sold under repurchase agreements. The Bank has entered into third party lending arrangements, as securities
purchased under agreements to resell, that mirror the collateral provisions of the agreement with the State of Mississippi, and
that provide for a fixed spread between the interest rate paid and that earned by the Bank. The Bank remains responsible for
repayment of the monies borrowed from the State of Mississippi. _ - ‘

Loans

Loans are recorded at the face amount of the notes reduced by collections of principal. Loans include net unamortized deferred
origination costs. Unearned discount on discount-basis consumer loans is recognized as income using a method which approximates
the interest method. Interest is recorded monthly as earned on all other loans. Where doubt exists as to the collectibility of the
loans, interest income is recorded as payment is received.

Provision and Allowance for Credit Losses

The provision for credit losses charged to expense is an amount that, in the judgment of management, is necessary to maintain the
allowance for credit losses at a level that is adequate based on estimated probable losses on the Company’s current portfolio of
loans. Management’s judgment is based on a variety of factors which include the Company’s experience related to loan balances,
charge-offs and recoveries, scrutiny of individual loans and risk factors, results of regulatory agency reviews of loans, and present
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economic conditions in the Company’s market area. Material estimates that are particularly susceptible to sigmficant change in the
near term are a necessary part of this process. Future additions to the allowance may be necessary based on changes in economic
conditions. In addition, various regulatory agencies, as an integral part of their examination process, periodically review the
Company’s allowance for credit losses. Such agencies may require the Company to recognize additions to the allowance based on
their judgments about information available to them at the time of their examination.

Mortgages Held for Sale
Mortgages held for sale are recorded at lower of aggregate cost or market as determined by outstanding commitments from
investors or current investor yield requirements.

Premises and Equipment

Premises and equipment are stated at cost, less accumulated depreciation and amortization. Provisions for depreciation and
amortization, computed using straight-line and accelerated methods, are charged to expense over the shorter of the lease term or the
estimated useful lives of the assets. Costs of major additions and improvements are capitalized. Expenditures for maintenance and
repairs are charged to expense as incurred.

Other Real Estate Cwned

Real estate acquired in settlement of loans is carried at the lower of cost or fair value, less selling cost. Fair value is based on
independent appraisals and other relevant factors. At the time of acquisition, any excess of cost over fair value is charged to the
allowance for credit losses. Gains and losses realized on sale are included in other revenue.

Pension Expense
The Company maintains a non-contributory defined benefit pension plan that covers all employees who qualify as to age and length
of service. Net periodic pension expense is actuarially determined.

Stock-Based Compensation

The Company elected to continue to account for stock-based compensation to employees using the intrinsic value based method of
accounting prescribed by Accounting Principles Board (APB) Opinion No. 25, “Accounting for Stock Issued to Employees,” as
allowed by Statement of Financial Accounting Standards (SFAS) No. 123, “Accounting for Stock Based Compensation.” See Note 13
for disclosure of pro forma net income and pro forma net income per share as required under SFAS No. 123.

Certain of the Company’s stock option plans contain provisions for stock appreciation rights (SARs). Accounting rules for SARs
require the recognition of expense for appreciation in the market value of the Company’s common stock or a reduction of expense
in the event of a decline in the market value of the Company’s common stock. See Note 13 for further disclosures regarding SARs.

Recent Pronouncements

SFAS No. 133, “Accounting for Derivative Instruments and Hedging Activities,” as amended by SFAS No. 137, established accounting
and reporting standards for derivative instruments and hedging actvities and requires recognition of all derivatives as either assets
or liabilities measured at fair value. These statements were adopted effective January 1, 2001, and have had no material impact on
the financial position or results of operations of the Company. With the adoptions, the Company reclassified securities totaling
$170.5 million from held-to-maturity into the available-for-sale portfolio as of January 1, 2001.

At December 31, 2001, the derivatives held by the Company were commitments to fund fixed-rate mortgage loans to customers and
forward commitments to sell individual fixed-rate mortgage loans. The Company’s objective in obtaining the forward commitments
is to mitigate the interest rate risk associated with the commitments to fund the fixed-rate mortgage loans. Both the commitments to
fund fixed-rate mortgage loans and the forward commitments are reported at fair value, with adjustments being recorded in current
period earnings, and are not accounted for as hedges.

In july 2001, SFAS No. 141, “Business Combinations,” and SFAS No. 142, “Goodwill and Other Intangible Assets,” were issued.
SFAS No. 141 requires that the purchase method of accounting be used for all business combinations initiated after June 30, 2001,
as well as all purchase method business combinations completed after June 30, 2001. SFAS No. 141 also specifies certain criteria
that intangible assets acquired in a purchase method business combination must meet to be recognized and reported separate from
goodwill, SFAS No. 142 requires that goodwill and intangible assets with indefinite useful lives no longer be amortized, but instead
tested for impairment at least annually in accordance with the provisions of SFAS No. 142. SFAS No. 142 also requires that




intangible assets with definite useful lives be amortized over their respective estimated useful lives to the estimated residual values,
and reviewed for impairment in accordance with SFAS No. 121, “Accounting for the Impairment of Long-Lived Assets and for
Long-Lived Assets to be Disposed Of.”

SFAS No. 141 was adopted in July 2001 and SFAS No. 142 is effective January 1, 2002. SFAS No. 141 requires, upon adoption of
SFAS No. 142, that the Company evaluate its existing intangible assets and goodwill that were acquired in prior purchase method
business combinations, and to make any necessary reclassifications in order to conform with the new criteria in SFAS No. 141 for
recognition apart from goodwill. Upon adoption of SFAS No. 142, the Company is required to reassess the useful lives and residual
values of all intangible assets acquired in purchase method business combinations, and make any necessary amortization period
adjustments by the end of the first interim period after adoption. In addition, to the extent an intangible asset is identified as having
an indefinite useful life, the Company is required to test the intangible asset for impairment in accordance with the provisions of
SFAS No. 142 within the first interim period. Any impairment loss will be measured as of the date of adoption and recognized as
the cumulative effect of a change in accounting principle in the first interim period.

In connection with the transitional goodwill impairment valuation, SFAS No. 142 will require the Company to perform an assessment
of whether there is an indication that goodwill is impaired as of the date of adoption. To accomplish this, the Company must
identify its reporting units and determine the carrying value of each reporting unit by assigning the assets and liabilities, including
the existing goodwill and intangibles, to those reporting units as of the date of adoption. The Company will then have six months
from the date of adoption to determine the fair value of each reporting unit and compatre it to the reporting unit’s carrying amount.
To the extent a reporting unit’s carrying amount exceeds its fair value, an indication exists that the reporting unit’s goodwill may be
impaired and the Company must perform the second step of the impairment test. In the second step, the Company must compare
the implied fair value of the reporting unit’s goodwill, determined by allocating the reporting unit’s fair value to all of its assets
(recognized and unrecognized) and liabilities in a manner similar to a purchase price allocation in accordance with SFAS No. 141,
to its carrying amount, both of which would be measured as of the date of adoption. This second step is required to be completed
as soon as possible, but no later than the end of the year of adoption. Any transitional impairment loss will be recognized as the
cumulative effect of a change in accounting principle in the Company’s statement of income.

At the date of adoption, the Company had unamortized goodwill of $32.1 million and unamortized identifiable intangible assets of
$3.5 million, all of which will be subject to the provisions of SFAS No. 141 and SFAS No. 142. Amortization expense related to
goodwill was $3.0 million for the year ended December 31, 2001. Because of the extensive effort needed to comply with adoption
of SFAS No. 141 and SFAS No. 142, it is not practicable to reasonably estimate the impact of adopting SFAS No. 141 and SFAS
No. 142 on the Company’s consolidated financial statements at the date of this report, including whether any transitional
impairment loss will be required to be recognized as a cumulative effect of a change in accounting principle.

In August 2001, SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets,” was issued. SFAS No. 144
supersedes both SFAS No. 121, “Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to be Disposed
Of,” and the accounting and reporting provisions of APB Opinion No. 30, “Reporting the Results of Operations-Reporting the
Effects of Disposal of a Segment of a Business, and Extraordinary, Unusual and Infrequently Occurring Events and Transactions”
(Opinion 30), for the disposal of a segment of a business (as previously defined in that Opinion). SFAS No. 144 retains the
fundamental provisions in SFAS No. 121 for recognizing and measuring impairment losses on long-lived assets held for use and
long-lived assets to be disposed of by sale, while also resolving significant implementation issues associated with SFAS No. 121. For
example, SFAS No. 144 provides guidance on how a long-lived asset that is used as part of a group should be evaluated for
impairment, establishes criteria for when a long-lived asset is held for sale, and prescribes the accounting for a long-lived asset that
will be disposed of other than by sale. SFAS No. 144 retains the basic provisions of Opinion 30 on how to present discontinued
operations in the income statement but broadens that presentation to include a component of an entity (rather than a segment of a
business). Unlike SFAS No. 121, an impairment assessment under SFAS No. 144 will never result in a write down of goodwill.
Rather, goodwill is evaluated for impairment under SFAS No. 142, “Goodwill and Other Intangible Assets.”

The Company is required to adopt SFAS No. 144 no later than the year beginning after December 15, 2001, and plans to adopt its
provisions for the quarter ending March 31, 2002. Management does not expect the adoption of SFAS No. 144 for long-lived assets
held for use to have a material impact on the Company’s financial statements because the impairment assessment under SFAS No. 144
is largely unchanged from SFAS No. 121. The provisions of the SFAS No. 144 for assets held for sale or other disposal generally are
required to be applied prospectively after the adoption date to newly initiated disposal activities. Therefore, management cannot
determine the potential effects that adoption of SFAS No. 144 will have on the Company’s financial statements.




Income Taxes

Deferred tax assets and liabilities are recognized for the future tax consequences attributable to differences between the financial
statement carrying amounts of existing assets and liabilities and their respective tax bases and operating loss and tax credit
carryforwards. Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to taxable income in the
years in which those temporary differences are expected to be recovered or settled. The effect on deferred tax assets and liabilities of
a change in tax rates is recognized in income in the period that includes the enactment date. The Company, with the exception of
the Bank’s credit life insurance subsidiary, files a consolidated federal income tax return.

Other

Trust income is recorded on the cash basis as received, which results in an amount that does not differ materially from the amount
that would be recorded under the accrual basis.

(2) ACQUISITIONS

On February 26, 1999, HomeBanc Corporation, a $160 million bank holding company headquartered in Guntersville, Alabama,
merged with and into the Company. Pursuant to the merger, HomeBanc Corporation’s subsidiary bank, The Home Bank, merged
into the Bank. Each share of stock of HomeBanc Corporation was converted into 1.5747417 shares of the Company’s common
stock, or a total of 2,099,971 shares of common stock. This transaction was accounted for as a pooling of interests and the Company’s
financial statements for all periods presented include the consolidated accounts of HomeBanc Corporation.

On June 30, 1999, Stewart Sneed Hewes, Inc. and subsidiaries, TSH Rentals, Inc. and Stewart Sneed Hewes I, Inc., a group of
interrelated commercial insurance agencies, merged with and into BancorpSouth Insurance Services, Inc., a subsidiary of the Bank.
A total of 1,252,806 shares of the Company’s common stock were issued to effect this transaction. This transaction was accounted
for as a pooling of interests and the Company’s financial statements for all periods presented include the accounts of Stewart Sneed
Hewes, Inc. and subsidiaries, TSH Rentals, Inc. and Stewart Sneed Hewes II, Inc.

On August 31, 2000, First United Bancshares, Inc., a $2.7 billion bank holding company headquartered in El Dorado, Arkansas,
merged with and into the Company. Pursuant to the merger, First United Bancshares’ subsidiary banks and trust company merged
into the Bank. Each share of stock of First United Bancshares was converted into 1.125 shares of the Company’s common stock, or
a total of 28,489,225 shares of common stock. This transaction was accounted for as a pooling of interests and the Company’s
financial statements for all periods presented include the consolidated accounts of First United Bancshares.

On October 10, 2000, the Pittman Insurance Agency and the Kilgore, Seay and Turner Insurance Agency, insurance agencies based
in Jackson, Mississippi, merged with and into BancorpSouth Insurance Services, Inc., a subsidiary of the Bank. Consideration given
to complete this transaction consisted of cash of $3,065,000 and 95,000 shares of the Company’s common stock. The transaction
was accounted for as a purchase.

On October 31, 2000, Texarkana First Financial Corporation, a $218 million savings and loan holding company headquartered in
Texarkana, Arkansas, merged with and into the Company. Pursuant to the merger, Texarkana First Federal Corporation’s subsidiary
company, First Federal Savings and Loan Association, merged into the Bank. Consideration paid to complete this transaction
consisted of cash in the aggregate amount of $37,500,000. This transaction was accounted for as a purchase.

(3} HELD-TO-MATURITY SECURITIES

A comparison of amortized cost and estimated fair values of held-to-maturity securities as of December 31, 2001 and 2000 follows:

2007
Gross Gross Estimated
Amortized Unrealized Unrealized Falr

{In thousands) Cost Gains Llosses Value
U.S. Treasury $ 23,034 $ 990 $ - $ 24,024
U.S. Government agencies and corporations 798,887 32,528 143 831,272
Obligations of states and pelitical subdivisions 213,497 4,781 853 217,325
Other 75,045 1,014 344 75,712

Total $ 1,110,463 $ 39,310 $ 1,440  $1,148333




2000

Gross Gross Estimated
Amortized Unrealized Unrealized Fair
(in thousands) Cost Galns Losses Value
U.S. Treasury $ 22019 $ 359 $ - $ 22378
U.S. Government agencies and corporations 826,353 11,118 3,831 833,640
Obligations of states and political subdivisions 340,757 6,478 3,609 343,626
Total $1,189,129  $17955  § 7440 $1,199,644

Gross gains of $767,000 and gross losses of $29,000 were recognized in 2001, gross gains of $33,000 and gross losses of $172,000
were recognized in 2000 and gross gains of $184,000 and gross losses of $17,000 were recognized in 1999 on held-to-maturity
securities. Except for 2001, these gains and losses were the result of held-to-maturity securities being called prior to maturity.
Included in the 2001 amounts is a gross gain of $218,000 related to the sale of held-to-maturity securities with amortized cost of
$45,682,000. These securities were sold because the actual maturity date was within 90 days.

Held-to-maturity securities with a carrying value of approximately $850,000,000 at December 31, 2001 were pledged to secure
public and trust funds on deposit and for other purposes. Included in held-to-maturity securities at December 31, 2001, were
securities with a carrying value of $130.3 million issued by the State of Mississippi and securities with a carrying value of $37.3
million issued by the State of Arkansas.

The amortized cost and estimated fair value of held-to-maturity securities at December 31, 2001 by contractual maturity are shown
below. Actual maturities may differ from contractual maturities because borrowers may have the right to call or prepay obligations
with or without call or prepayment penaliies.

2001
Estimated
Amorliized Fale

{in thousands) Costt Value
Due in one year or less $ 131,805 $ 133,871
Due after one year through five years 648,503 667,223
Due after five years through ten years 287,784 303,751
Due after ten years 42,371 43,488
Total $ 1,110,463 $ 1,148,333

(4) AVAILABLE-FOR-SALE SECURITIES

A comparison of amortized cost and estimated fair values of available-for-sale securities as of December 31, 2001 and 2000 follows:

2009
. Gross Gress  Estimated
X v e - Amortized Unrealized Unrealized Falr - |
{in thousands) Cost Gains Losses Value

U.S. Treasury $ 7,29 $ 87 $ - % 7383
U.S. Government agencies and corporations 785,589 36,453 435 821,607
Obligations of states and political subdivisions 177,283 2,360 1,836 177,807
Preferred stock 42,343 195 26 42,512
Other 31,255 2,704 77 33,882
Total $ 1,043,766 $ 41,799 $ 2,374 $ 1,083,191
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Gross Gross Estimated
Amortized Unrealized Unrealized Fair

{in thousands) Cost Galns Lesses Value
U.S. Treasury $ 26463 $ 158 $ - $ 26621
U.S. Government agencies and corporations 670,186 18,975 549 689,612
Obligations of states and political subdivisions 73,275 20,158 19,312 74,122
Preferred stock 3,318 92 73 3,337
Other 59,539 4,640 471 63,708
Total $ 832,781 $ 45,024 $20405 ¢ 857,400

Gross gains of $10,856,000 and gross losses of $923,000 were recognized in 2001, gross gains of $549,000 and gross losses of
$16,042,000 were recognized in 2000 and gross gains of $4,724,000 and gross losses of $475,000 were recognized in 1999 on
available-for-sale securities.

Available-for-sale securities with a carrying value of approximately $603,000,000 at December 31, 2001 were pledged to secure
public and trust funds on deposit and for other purposes. Included in available-for-sale securities at December 31, 2001 were
securities with a carrying value of $73.5 million issued by the State of Mississippi and securities with a carrying value of $70.5
million issued by the State of Arkansas.

The amortized cost and estimated fair value of available-for-sale securities at December 31, 2001 by contractual maturity are shown
below. Actual maturities may differ from contractual maturities because borrowers may have the right to call or prepay obligations with
or without call or prepayment penaldes. Equity securities are considered as maturing after 10 years unless they have a repricing feature.

2001
Es¥rmated
Amertized Fair

{in thousands) Cost Value
Due in one year or less $ 84,641 ¢ 85,487
Due after one year through five years 623,757 650,725
Due after five years through ten years 183,708 193,504
Due after ten years 151,660 153,475

Total $ 1,043,766 $ 1,083,191
{(5) LOANS
A summary of loans classified by collateral type at December 31, 2001 and 2000 follows:
{in thousands} 2091 2030
Commercial and agricultural $ 691,463 $ 757,885
Consumer and instaliment 865,188 1,065,324
Real estate mortgage 4,248 467 4,027,751
Lease financing 291,116 288,884
Cther 30,811 21,238

Total $ 6,127,045 $ 6,161,082

Non-performing loans consist of both non-accrual loans and loans which have been restructured (primarily in the form of reduced
interest rates) because of the borrower’s weakened financial condition. The aggregate principal balance of non-accrual loans was
$10,825,000 and $15,572,000 at December 31, 2001 and 2000, respectively. Restructured loans totaled $40,000 and $879,000 at
December 31, 2001 and 2000, respectively.

The total amount of interest earned on non-performing loans was approximately $493,000, $263,000 and $212,000 in 2001, 2000
and 1999, respectively. The gross interest income which would have been recorded under the original terms of those loans amounted
to $1,402,000, $878,000 and $626,000 in 2001, 2000 and 1999, respectively.
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Loans considered impaired, under SFAS No.114, as amended by SFAS No. 118, are loans which, based on current information and
events, it is probable that the Company will be unable to collect all amounts due according to the contractual terms of the loan
agreement. The Company’s recorded investment in loans considered impaired at December 31, 2001 and 2000 was $17,578,000 and
$14,669,000, respectively, with a valuation reserve of $6,546,000 and $5,639,000, respectively. The average recorded investment in
impaired loans during 2001 and 2000 was $19,065,000 and $21,796,000, respectively.

(6) ALLOWANCE FOR CREDIT LOSSES
The following summarizes the changes in the allowance for credit losses for the years ended December 31, 2001, 2000 and 1999:

{in thousands) 2001 2000 1839
Balance at beginning of year $ 81,730 $ 74,232 $ 68,385
Provision charged to expense 22,259 26,166 17,812
Recoveries 4,050 4,972 3,637
Loans charged off (24,889) (24,506) (16,602)
Acquisitions - 966 1,000
Balance at end of year $ 83,150 $ 81,730 $ 74,232
{7) PREMISES AND EQUIPMENT
A summary by asset classification at December 31, 2001 and 2000 follows:
Estimated
Useful Life

{In thousands) Years 2001 2000
Land N/A $ 33,447 $ 31,701
Buildings and improvements 20-50 158,952 149,837
Leasehold improvements 10-20 6,007 5,958
Equipment, furniture and fixtures 3-12 159,279 150,385
Construction in progress NA 12,710 17,443

Subtotal 370,395 355,324
Accumulated depreciation and amortization $58,818 157,426

Premises and equipment, net ' o $211,576 $ 197,898

(8) TIME DEPOSITS AND SHORT-TERM DEBT

Certificates of deposit and other time deposits of $100,000 or more amounting to approximately $1,415,351,000 and
$1,387,526,000 were outstanding at December 31, 2001 and 2000, respectively. Total interest expense relating to certificate and
other time deposits of $100,000 or more totaled approximately $75,015,000, $77,077,000, and $57,602,000 for the years ended
December 31, 2001, 2000 and 1999, respectively.

For time deposits with a remaining maturity of more than one year at December 31, 2001, the aggregate amount of maturities for
each of the following five years is presented in the following table:

WMaturing in Armoeunt (fn thousands)
2003 $ 428025
2004 104,154
2005 53,614
2006 66,337
2007 52
Thereafter 2,062

Total $ 654,251
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rresenied DEIOW IS Intormation relating to snort-térm dept 1or the yeéars endea Lecembper b1, ZUUL and AUUU:

End of Period Dally Average WMandrmurm
Outstanding
Interest Interest At Any
(Dolfars in thousands} Balance Rate Balance Rate Month End
2001
Federal funds purchased $ - - $ 621 5.7% $ 400
Flex-repos purchased 168,511 5.6% 186,841 5.7% 198,085
Securities sold under repurchase agreements 305,401 1.4% 313,299 3.5% 339,462
Total $ 473,912 $ 500,761 $ 537,947
2000z
Federal funds purchased $ - - $ 29,859 6.3% $ 71,500
Flex-repos purchased 198,925 5.6% 25,804 5.7% 202,300
Securities sold under repurchase agreements 304,502 5.6% 253,354 5.3% 304,502
Short-term Federal Home Loan Bank advances - - 136,792 5.8% 570,000
Total $ 503,427 $ 445,809 $ 1,148,302

Federal funds purchased generally mature the day following the date of purchase while securities sold under repurchase agreements
generally mature within 30 days from the date of sale. At December 31, 2001, the Bank had established informal federal funds
borrowing lines of credit aggregating $1,749,000,000.

(9} LONG-TERM DEBRT
Federal Home Loan Bank Advances

The Bank has entered into a blanket floating lien security agreement with the Federal Home Loan Bank (FHLB) of Dallas.
Under the terms of this agreement, the Bank is required to maintain sufficient collateral to secure borrowings in an aggregate
amount of the lesser of 75% of the book value (unpaid principal balance) of the Bank’s first mortgage loans pledged as collateral
or 35% of the Bank’s assets.

At December 31, 2001, the following FHLB fixed term advances were repayable as follows:

Final due date interest rate Armount (In thousands)
2002 5.75% $ 5,000
2008 and beyond 5.86% - 7.19% 135,939
Total $ 140,939
(10) INCOME TAXES
Total income taxes for the years ended December 31, 2001, 2000 and 1999 are allocated as follows:
{in thousands) 2801 2000 1998
income from continuing operations $ 47,340 ¢ 37,941 § 44,736
Shareholders’ equity for other
comprehensive income 5,765 16,969 (16,279)
Shareholders’ equity for stock option pians (314} (510) (268)
Total § 52,791 $ 54,400 ¢ 28,189
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The components of income tax expense (credit) attributable to continuing operations are as follows for the years ended December

31, 2001, 2000 and 1999:
(in thousands) 2001 2000 1999
Current:
Federal $ 37,004 $ 35,790 $ 39,278
State 6,884 3,384 5,906
Deferrad:
Federal 2,811 {1,593) (389)
State 541 (240) (59)
Total . $ 47,340 $ 37,941 $ 44,736

Income tax expense differs from the amount computed by applying the U.S. federal income tax rate of 35% to income before

income taxes due to the following:

{in thousands) 2001 2009 1999
Tax expense at statutory rate $ 51,031 $ 39,318 $ 51,501
Increase (reduction) in taxes resulting from: . S ' o
State income taxes, net of federal tax benefit 4,826 2,434 3,801
Tax-exempt interest revenue (6,606) (7,284) (6,870)
Non-deductible merger expenses - 2,050 255
Charitable contribution - - (1,450
Other, net (1,911} 1,423 (2,501)
Total $ 47,340 $ 37,941 $ 44,736

The tax effects of temporary differences that give rise to significant portions of the deferred tax assets and deferred tax liabilities at

December 31, 2001 and 2000 are as follows:

{in thousands) 2087 2000
Deferred tax assels: : :
Loans receivable, principally due ) allowance
for credit losses $ 34,447 $ 34,345
Deferred liabilities, principally due to
compensation arrangements and vacation accruals 7,010 7,184
Net operating loss carryforwards 559 629
Total gross deferred tax assets 42,016 42,158
Less: valuation allowance - -
Deferred tax assets $ 42,016 $ 42,158
Deferred tax llabilities:
Bank premises and equipment, principally due
to differences in depreciation and lease transactions $ 28,661 $ 24,167
Deferred assets, principally due to expense recognition 1,247 1,485
Investments, principaily due to interest income recognition 4,129 3,143
Capitalization of mortgage servicing rights 9,513 11,435
Unrealized gains on available-for-sale securities 15,018 9,417
Total gross deferred tax liabilities 58,568 49,657
Net deferred tax liabilities ${16,552) $ (7,4399)

Based upon the level of historical taxable income and projections for future taxable income over the periods which the deferred tax
assets are deductible, management believes it is more likely than not the Company will realize the benefits of these deductnble

differences existing at December 31, 2001.
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At December 31, 2001 the Company has net operating loss carrytorwards related to business combinations for federal income tax
purposes of approximately $1,461,000 that are available to offset future federal taxable income, subject to various limitations,
through 2009.

(11) PENSION AND PROFIT SHARING PLANS

The Company maintains a noncontributory and trusteed defined benefit pension plan covering substantially all full-time employees
who have at least one year of service and have attained the age of 21. Benefits are based on years of service and the employee’s
compensation. The Company’s funding policy is to contribute an amount that meets the minimum funding requirements set forth in
the Employee Retirement Income Security Act of 1974 plus such additional amounts as the Company determines to be appropriate.
The difference between the pension cost included in current income and the funded amount is included in other assets or other
liabilities, as appropriate. Actuarial assumptions are evaluated periodically.

The BancorpSouth, Inc. Restoration Plan (the “Restoration Plan”) provides for the payment of retirement benefits to certain
participants in the BancorpSouth, Inc. Retirement Plan (the “Basic Plan”). The Restoration Plan covers any employee whose benefit
under the Basic Plan is limited by the provisions of the Internal Revenue Code of 1986 and any employee who elects to participate
in the BancorpSouth, Inc. Deferred Compensation Plan, thereby reducing their benefit under the Basic Plan. The Company has a
nonqualified supplemental retirement plan for certain key employees. Benefits commence when the employee retires and are payable
over a period of 10 years.

A summary of the defined benefit retirement plans at and for the years ended December 31, 2001, 2000 and 1999 follows:

{in thousands) 20017 2000 1999
Change in benelit chiigation:

Projected benefit obligation at beginning of year $ 49,371 $ 38,808 $ 38,913
Service cost 3,220 1,998 3,185
Interest cost 3,516 3,096 2,885
Amendments 1,420 779 -
Actuarial (gain) loss 825 5,828 (3,104)
Benefits paid (3,252) (2,138) (3,071)
Projected benefit obligation at end of year $ 55,100 $ 49,371 $ 38,808
Change In plan assels:

Fair value of plan assets at beginning of year $ 45,609 $ 48,095 $ 46,333
Actual return on assets 294 (348) 3,471
Employer contributions - - 1,362
Benefits paid (3,252} (2,138) (3,071}
Fair value of plan assets at end of year $ 42,651 $ 45,609 $ 48,095
Funded stalus:

Benefit obligation $ (55,100) $ (49,371) $ (38,808)
Fair value of plan assets 42,651 45,609 48,095
Unrecognized transition amount 238 254 )
Unrecognized prior service cost 3,319 2,016 {1,338)
Unrecognized actuarial {gain} loss 4,624 83 (7,752)
Net amount recognized $ (4,268) $ (1,403) $ 193
Cemponents of net periodic pension cost

Service cost $ 3220 $ 1,998 $ 3,185
Interest cost 3,516 3,096 2,885
Expected return on assets (4,045) (3,289) (3,434)
Amortization of unrecognized transiticn amount 17 16 7
Recognized prior service cost 117 117 (78)
Recognized net (gain) loss 40 (745) (157}
Net periodic pension cost $ 2,865 $ 1,193 $ 2,39%
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Plan assets consist primarily of listed bonds and commingled funds. The assumptions used for measuring net per10d1c pensmn cost
for the years ended December 31, 2001, 2000 and 1999 are presented inthe followmg table. :

4@@‘9 2000 1999

‘Discountrate 7.25% 7.75% 7.75%
Rate of compensation increase 4.00% 4.00% 4.00%
Expected rate of return on plan assets 9.00% 9.00% 7.50%

The Company has a deferred compensation plan (commonly referred to as a “401(k) Plan”), whereby employees may contribute a
portion of their compensation, as defined, subject to the limitations as established by the Internal Revenue Code. Employee
contributions (up to 5% of defined compensation) are matched dollar-for-dollar by the Company. Under the terms of the plan,
contributions matched by the Company are used to purchase shares of Company common stock at prevailing market prices. Plan
expense for the years ended December 31, 2001, 2000 and 1999 was $4,191,000, $3,507,000 and $3,149,000, respectively.

(12) FAIR VALUE OF FINANCIAL INSTRUMENTS

SFAS 107, “Disclosures about Fair Value of Financial Instruments,” requires that the Company disclose estimated fair values for its
financial instruments. Fair value estimates, methods and assumptions are set forth below for the Company’s financial instruments.

Securities

The carrying amounts for short-term securities approximate fair value because of their short-term maturity (90 days or less) and
present no unexpected credit risk. The fair value of most longer-term securities is estimated based on market prices or dealer quotes.
See Note 3, Held-to-Maturity Securities, and Note 4, Available-for-Sale Securities, for fair values.

Loans

Fair values are estimated for portfolios of loans with similar financial characteristics. The fair value of loans is calculated by
discounting scheduled cash flows through the estimated maturity using rates currently available that reflect the credit and interest
rate risk inherent in the loan. Assumptions regarding credit risk, cash flows and discount rates are judgmentally determined using
available market information and specific borrower information.

Average maturity represents the expected average cash flow period, which in some instances is different than the stated maturity.
Management has made estimates of fair value discount rates that are believed to be reasonable. However, because there is no
market for many of these financial instruments, management has no basis to determine whether the fair value presented would be
indicative of the value negotiated in an actual sale. New loan rates were used as the discount rate on new loans of the same type,
credit quality and maturity.

Deposit Liabilities

Under SFAS 107, the fair value of deposits with no stated maturity, such as non-interest bearing demand deposits, savings, NOW
accounts and money market checking accounts, is equal to the amount payable on demand as of December 31, 2001 and 2000.
The fair value of certificates of deposit is based on the discounted value of contractual cash flows. The discount rate is estimated
using the rates currently offered for deposits of similar maturities.

Debt

The carrying amounts for federal funds purchased and repurchase agreements approximate fair value because of their short-term
maturity. The fair value of the Company’s fixed-term FHLB advances is based on the discounted value of contractual cash flows.
The discount rate is estimated using the rates currently available for advances of similar maturities.

Off-Balance Sheet Instruments

The Company has commitments to fund fixed-rate mortgage loans and forward commitments to sell individual fixed-
rate mortgage loans. See Note 20, Commitments and Contingent Liabilities~Forward Contracts, for fair value
information regarding these instruments.

The Company’s lending commitments are negotiated at current market rates and are relatively short-term in nature and,
as a matter of policy, the Company generally makes commitments for fixed-rate loans for relatively short periods of
time, therefore, the estimated value of the Company’s lending commitments approximates carrying amount. See Note
20, Commitments and Contingent Liabilities—Lending Commitments, for information regarding lending commitments.




The following table presents carrying and fair value information at December 31, 2001 and 2000:

2001 2000
Carmryling Fair Carryling Fair
{In thousands} Value Value Value Value
Assels:
Cash and due from banks ¢ 341,513 $ 341,513 $ 314,888 $ 314,888
Interest bearing deposits with other banks 18,030 18,030 11,687 11,687
Held-to-maturity securities 1,110,463 1,148,333 1,189,129 1,199,644
Available-for-sale securities 1,083,191 1,083,191 857,400 857,400
Federal funds sold and securities
purchased under agreement to resell 343,511 343,511 212,925 212,925
Loans, net of unearned discount 6,073,200 6,191,528 6,095,315 5,984,248
Mortgages held for sale 65,537 65,537 27,820 27,820
Liabilities:
Non-interest bearing deposits 1,108,4%% 1,108,499 1,009,808 1,009,808
Savings and interest bearing deposits 3,069,380 3,069,380 2,606,862 2,606,869
Cther time deposits 3,678,961 3,740,105 3,864,243 4,065,316
Federal funds purchased and securities
sold under repurchase agreements 473,912 473,912 503,427 503,427
Long-term debt and other borrowings $ 143,267 ¢ 142,084 $ 152,049 $ 150,377
{13) STOCK INCENTIVE AND STOCK OPTION PLANS

In 1993, the Company issued 60,000 shares of common stock to a key employee. The shares vest over a 10-year period subject to
the Company meeting certain performance goals. The unearned shares are held in escrow and totaled 24,000 at December 31, 2001.
The compensation expense associated with this award was $51,600 for each of the years in the three-year period ended December
31, 2001.

In 1998, the Company issued 70,000 shares of common stock to a key employee and, in 2001, an additional 56,000 shares were
issued. The remaining shares vest over a 6-year period subject to the Company meeting certain performance goals. The unearned
shares are held in escrow and totaled 84,000 at December 31, 2001. The compensation expense associated with this award was
$305,800 for 2001 and 2000, and $152,900 for 1999.

In 2000, the Company issued 100,000 shares of common stock to a key employee. The shares vest over a S-year period subject to

"+ the Company meeting certain performance goals. The unearned shares are held in escrow and totaled 80,000 at December 31, 2001.

* The compensation expense associated with this award was $292,500 for 2001 and 2000.

Key employees and directors of the Company and its subsidiaries have been granted stock options and SARs under the Company’s
1990, 1994 and 1995 stock incentive plans. The stock incentive plans were amended in 1998 to eliminate SARs and to allow a
limited number of restricted stock awards. All options and SARs granted pursuant to these plans have an exercise price equal to the
market value on the date of the grant and are exercisable over periods of one to ten years. At December 31, 2001, the Company
had outstanding 444,636 SARs exercisable in conjunction with certain of the options outstanding. The Company recorded
compensation expense of $1,903,000 in 2001 and reductions in compensation expense of $1,844,000 and $956,000 in 2000 and
1999, respectively, related to the SARs because of the changes in market value of its common stock.

~In 1998, the Company adopted a stock plan through which a minimum of 50% of the compensation payable to each director is
paid in the form of the Company’s common stock effective January 1, 1999. Directors may elect under the plan to receive up to
- 100% of their compensation in the form of common stock.




A summary of the status of the Company’s stock options outstanding
during the years ended on those dates is presented below:

as of December 31, 2001, 2000 and 1999, and changes

2001 2000 1999
Welghted- Welghted- Welglhted-

Average Average AVerage

Exercise Exercise Exercse
Options Shares Price Shares Price Shares Price
Outstanding at begmnmg of year 2,509,102 $ 14.08 2,194,934 $13.74 1,938,393 $12.37
Granted 400,000 15.48 539,298 13.01 355,875 16.80
Exercised : (127,606) 9.31 (196,530) 6.71 (88,874) 4.58
Expired or cancelled {22, 962) 14.67 {(28,600) 19.10 (10,4560) 9.88 .
Outstanding at end of year 2,758,534  $14.51 2,509,102 $ 14.08 2,194,934 $13.74
Exercisable at end of year . 2,043,157 1,873,802 1,498,372

For options granted in 2001, 2000 and 1999, the weighted-a\;érage grant-date fair values were $3.44, $2.64 and $4.39, respectively.

The following table summarizes information about stock options at December 31, 2001:

 Optioms Quistanding

Options Exercisable
Range of Number Welghted-Avg Weighted-Avg Nurmber Weighted-Avg
Erercise Prices Outstanding : - Remaining Life Exercise Price Exercisable Enercise Price
~$ 358109 649 _ 67014 08 years $ 6.18 - 67,014 $ 6.18
- $ 7.4410%$.938 . . .329,650.‘ BUSUTTURT . ) N . .869 . ... 329,650 869
$£11.06to §$ 14.98 1,079,889 5.8 12.63 805,544 12.40.
$15.06 to $ 17.68 827,112 8.4 16.38 386,120 17.07
$19.88 10 § 22.50 454,869 6.5 20.96 454,868 20.96
$ 3.5810§ 22,50 2,758,534 o 6.1 $ 14.51 2,043,187 $ 14.38

SFAS No. 123, “Accounting for Stock-Based Compensation,” encourages, but does not require, adoption of a fair-value based
accounting method for employee stock-based compensation arrangements. As permitted by SFAS No. 123, the Company has elected
to disclose pro forma net income and earnings per share amounts as if the fair-value based method had been applied in measuring
compensation cost. The fair value of each option grant is estimated on the date of grant using the Black-Scholes option-pricing
model with the following assumptions used for grants in 2001, 2000 and 1999: expected options lives of 7 years for all three years;
expected dividend yield of 3.70%, 3.00% and 3.18%; expected volatility of 23%, 23% and 22% and risk-free interest rates of
5.5%, 6.0% and 6.0%. Pro forma net income and pro forma net income per share calculated under the provisions of SFAS No. 123
for the years ended December 31, 2001, 2000 and 1999 are presented in the following table.

Pro forma

2007 2000 1999
Net income (in thousands) As reported ¢ 98,463 $ 74,396 $ 102,411
7 Pro forma 97,543 . 73,361 101,163
Basic earnings per share .. = .. Asreported $ 119 $ 088 $ 120
: - e e ;'j“""PrO forma 118 ' 0.87 1.18 -
Diluted earnings pér share - As repo&éd $ 11 $ o088 $ 119
‘ 1.18 ‘ 0.86 1.18




{14) EARNINGS PER SHARE AND DIVIDEND DATA

The computation of basic earnings per share is based on the weighted average number of common shares outstanding. The
computation of diluted earnings per share is based on the weighted average number of common shares outstanding plus the shares
resulting from the assumed exercise of all outstanding stock options using the treasury stock method. The following table provides a

reconciliation of the numerators and denominators of the basic and diluted earnings per share computations for the years ended
December 31, 2001, 2000 and 1999:

2001 2000 1899
(In thousands, except Income Shares Per Share| Income Shares Per Share Income Shares Per Share
per share amounts) (Numerater) (Denominater) Amount | Numerster) Denominator) Amount | (Numerater) (Denominater) Amount

Basic EPS:
Income available to
common shareholders $ 98463 82539 § 1.19/% 7439 84474 ¢ 0.88/%$102411 85564 ¢ 1.20

Effect of dilutive stock
options - 440 - 337 - 444

Diluted ERPS:

Income available to
common shareholders
plus assumed exercise § 98,463 82,979 $ 1.19/$ 74396 84811 § 0.88 3102411 86008 $ 1.19

Dividends to shareholders are paid from dividends paid to the Company by the Bank which are subject to approval by the
applicable state regulatory authority. At December 31, 2001, the Bank could have paid dividends to the Company of $219,000,000
under current regulatory guidelines.

(15) OTHER COMPREHENSIVE INCOME
The following table presents the components of other comprehensive income and the related tax effects allocated to each
component for the years ended December 31, 2001, 2000 and 1999:

2007 2000 1999
Before Tae Net | Belore Taxt Nat Before Tant Net
e (expense) of tax o (empense)  of tax an (erpense) of tax
(In thousands) amount berefit amount | amount beneft amount | amount benefit amount
Unrealized gains on securities:
Unrealized gains (losses)
arising during holding
period $24,739 $ (9,564) $15,175 1$30,827 $(11,042) $19,785 1$(40,313) § 14,661 $(25,652)

Reclassification adjustment
for net losses (gains)
realized in net income (8,933) 3,799  (6,134); 15,493 (5,927) 9,566 4,249) 1,618  (2,631)

Other comprehensive
income (loss) $14,806 $ (5,765) § 9,041 1$46,320 $(16,969) $29,351 | $(44,562) $ 16,279 $(28,283)




(16) RELATED PARTY TRANSACTIONS

The Company has made, and expects in the future to continue to make in the ordinary course of business, loans to directors and
executive officers of the Company and their affiliates. In management’s opinion, these transactions with directors and executive
officers were made on substantially the same terms as those prevailing at the time for comparable transactions with other persons
and did not involve more than normal risk of collectibility or present any other unfavorable features. An analysis of such
outstanding loans is as follows:

(In thousands) Armount
Loans outstanding at December 31, 2000 $ 24,408
New loans 7,025
Repayments ; (6,691)
Loans outstanding at December 31, 2001 ‘ ‘ $ 24,742

(17) CAPITALIZED MORTGAGE SERVICING RIGHTS

Originated mortgage servicing rights (“OMSRs”), as well as purchased mortgage servicing rights (“PMSRs”), are capitalized as
assets by allocating the total cost incurred between the loan and the servicing rights based on their relative fair values. To determine
the fair value of the servicing rights created, the Company uses a valuation model! that calculates the present value of future cash
flows. The significant assumptions utilized by the valuation model are prepayment assumptions based upon dealer consensus and
discount rates based upon market indices at the date of determination. PMSRs and OMSRs are being amortized in proportion to
and over the period of the estimated net servicing income. Capitalized mortgage servicing rights are evaluated for impairment based
on the excess of the carrying amount of the mortgage servicing rights over their fair value. A quarterly value impairment analysis is
performed using a discounted methodology that is disaggregated by predominant risk characteristics. The Company has determined
those risk characteristics to include: note rate and term and loan type based on 1) loan guarantee [i.c., conventional or government]
and 2) interest characteristic [i.e., fixed-rate or adjustable-rate]. In measuring impairment, the carrying amount is stratified based on
one or more predominant risk characteristics of the underlying loans. Impairment is recognized through a valuation allowance for
each individual stratum.

The following is a summary of capitalized mortgage servicing rights, net of accumulated amortization, and a valuation allowance
for impairment:

{In thousands) 2001 2000
Balance at beginning of year ' C $37,175 $ 35,267
Mortgage servicing rights capitalized =~ Co e 13,596 - 7,333
Amortization expense (6,451) (5,425)
Balance at end of year , ‘ o - : 44,320 37,175
Valuation allowance g (7,085) {(2,392)
Fair value at end of year ( 1$37,225 $34,783
(18) REGULATORY MATTERS

The Company is subject to various regulatory capital requirements administered by the federal and state banking agencies. Failure
to meet minimum capital requirements can initiate certain mandatory and possibly additional discretionary actions by regulators
that, if undertaken, could have a direct material effect on the Company’s financial statements. Under capital adequacy guidelines and
the regulatory framework for prompt corrective action, the Company must meet specific capital guidelines that involve quantitative
measures of the Company’s assets, liabilities and certain off-balance sheet items as calculated under regulatory accounting practices.
The Company’s capital amounts. and classification are also subject to.qualitative judgments by regulators about components, risk
weightings and other factors. Quantitative measures established by the Board of Governors of the Federal Reserve (FRB) to ensure
capital adequacy require the Company to maintain minimum capital amounts and ratios (risk-based capital ratios). All banking
companies are required to have core capital (Tier I) of at least 4% of risk-weighted assets, total capital of at least 8% of risk-weighted
assets and a minimum Tier 1 leverage ratio of 3% of adjusted average assets. The regulations also define well capitalized levels of
Tier I, total capital and Tier I leverage as 6%, 10% and 5%, respectively. The Company had Tier I, total capital and Tier I leverage
above the well capitalized levels at December 31, 2001 and 2000, respectively, as set forth in the following table:




LU YUY

(Dollars in thousands) Amount Ratie Amount Ratie
Total Capital (to Risk-Weighted Assets) $ 827,459 11.91% $ 811,724 12.56%
Tier | Capital (to Risk-Weighted Assets) 743,261 10.70 730,900 11.31
Tier | Leverage Capital (to Average Assets) 743,261 7.94 730,900 8.10
‘(119) SEGMENTS

The Company’s principal activity is community banking which includes providing a full range of deposit products, commercial loans
and consumer loans. General corporate and other includes leasing, mortgage lending, trust services, credit card activities, insurance
services and other activities not allocated to community banking,

Results of operations and selected financial information by operating segment for the three years ended December 31, 2001, 2000
and 1999 are presented below:

Commumnity General Corporate

{in thousands) Banking ancl Cther Total
2001

Results of Operations

Net interest revenue $ 278,526 $ 56,216 $ 334,742
Provision for credit fosses 18,998 3,261 22,259
Net interest income after provision for credit losses 259,528 52,955 312,483
Other revenue 74,043 54,590 128,633
Other expense 234,831 60,482 295,313
income before income taxes 98,740 47,063 145,803
_Income taxes 32,058 15,281 47,340
Net income $ 66,681 $ 31,782 $ 98463
Selected Financial Information

identifiable assets $ 8,551,433 $ 843,996 $3,395,429
Depreciation & amortization 25,506 1,822 27,328
2039

Resulls of Operations

Net interest revenue $ 271,775 $ 55,377 $ 327,152
Provision for credit losses 24,379 1,787 26,166
Net interest income after provision for credit losses 247,336 53,590 300,986
Other revenue 42,660 42,918 85,578
Other expense 224,348 49,879 274,227
income before income taxes 65,708 46,629 112,337
Income taxes 22,192 15,749 37,841
Net income $ 43516 $ 30,880 $ 74,39
Selected Financial Information

Identifiable assets $ 8,223,507 $ 820,527 $9,044,034
Depreciation & amortization 20,844 1,853 22,697
1929

Results of Operations

Net interest revenue $ 262,084 $ 54,436 $ 316,520
Provision for credit losses 14,813 2,999 17,812
Net interest income after provision for credit losses 247,271 51,437 298,708
Other revenue 59,607 40,714 100,321
Other expense 206,344 45,538 251,882
Income before income taxes 100,534 46,613 147,147
Income taxes 30,565 14,171 44,736
“Net income $ 69,968 $ 32,442 $ 102,411
Selected Financial Information

ldentifiable assets $ 7,816,689 $ 625,008 $ 8,441,697
Depreciation & amortization 18,950 1,016 19,966
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(20) COMMITMENTS AND CONTINGENT LIABILITIES
Leases _
Rent expense was approximately $4,599,000 for 2001, $4,793,000 for 2000 and $4,413,000 for 1999. Future minimum lease -

payments for all non-cancelable operating leases with initial or remaining terms of one year or more consisted of the following at

December 31, 2001:
{In thousands) Armount
2002 : . e - B} e o $0.3,961
2003 o 3,292
5004 T L R o
2005 1,378
2006 ; \ 846
Thereafter 1,596
Total future minimum lease payments , $13,712

Mortgage Loans Serviced for Others

The Company services mortgage loans for others which are not included in the accompanying financial statements. Included in the

$2.5 billion of loans serviced for investors at December 31, 2001, is approximately $4.0 million of primary recourse servicing where
the Company is responsible for any losses incurred in the event of nonperformance by the mortgagor. The Company’s exposure to
credit loss in the event of such nonperformance is the unpaid principal balance at the time of default. This exposure is limited by the

_ underlying collateral which consists of single family residences and etther federal or private mortgage msurance.

Forward Contracts

Forward contracts are agreements to purchase or sell securities at a future specific date at a specific price or yield. Risks arise
from the possibility. that counterparties may be unable to meet the term of their contracts and from movements in securities
values and interest rates. At December 31, 2001 and 2000, the Company had forward commitments to sell individual fixed-
rate mortgage loans and commitments to fund individual fixed-rate mortgage loans. At December 31, 2001, the notional

amount of forward commitments to sell individual fixed-rate mortgage loans was $81.2 million with a carrying value of $1.5" ~

million and a fair value of $1.5 million. At December 31, 2000, the notional amount of forward commitments to sell
individual fixed-rate mortgage loans was $28.9 million with a carrying amount reflecting an unrealized loss of $177,000 and
a fair value reflecting a loss of $177,000. At December 31, 2001, the notional amount of commitments to fund individual
fixed-rate mortgage loans was $45.7 million with a carrying value representing an unrealized loss of $69,000 and a fair value
reflecting a loss of $69,000. At December 31, 2000, the notional amount of commitments to fund individual fixed-rate
mortgage loans was $18.2 million with a carrying value representing an unrealized loss of $9,000 and a fair value reflecting a
loss of $2,000. Both the forward commitments to sell fixed-rate mortgage loans and the commitments to fund fixed-rate
mortgage loans are reported at fair value in the Company’s financial statements, with adjustments being recorded in current
period earnings, and are not accounted for as hedges. :

Lending Commitments

In the normal course of business, there are outstanding various commitments and other arrangements for credit which are not
reflected in the consolidated balance sheets. As of December 31, 2001, these included approximately $58 million for letters of credit,
and approximately $1.2 billion for interim mortgage financing, construction credit, credit card and revolving line of credit
arrangements. No significant credit losses are expected from these commitments and arrangements.

Litigation

There has been a trend toward increased litigation against financial services companies arising out of consumer lending and
other consumer financial transactions, especially in Mississippi. Some of these actions have resulted in large settlements or
substantial damage awards.

Some of the Company’s subsidiaries are subject to similar cases that seek substantial damages for claims arising outof

transactions that involve relatively small amounts of money. While the allegations vary from case to case, in general they
allege that loans were originated or renewed in a way that enhanced the charges paid by the borrower and that the
borrowers were improperly sold insurance products, such as credit life insurance. Further, the Company has been informed
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that aaditional claims may be filed against the Company on these matters. 1 he Company has denied these allegations and
will vigorously defend the claims.

The number of these lawsuits filed against some of the Company’s subsidiaries increased during 2001. Similarly, the number
of plaintiffs participating in these lawsuits has increased significantly. Management has no reason to believe that these trends
will not continue. It is not possible to determine with any certainty at this point in time the potential exposure related to
damages in connection with these suits. Future legislation and court decisions in some states may limit the amount of
damages that can be recovered in legal proceedings; however, we cannot predict at this time whether such legislation and
court decisions will occur or the effect they may have on cases involving our subsidiaries.

In August 2000, two plaintiffs filed an action against First Republic Bank, in which they alleged that First Republic Bank
violated their rights under the Soldiers’ and Sailors’ Civil Relief Act {“SSCRA™) and that this violation constituted a bad faith
breach of contract. The Company and its subsidiaries succeeded to this litigation as a result of the merger with First United
Bancshares, Inc. First Republic Bank was formerly a subsidiary of First United Bancshares, Inc. In August 2001, the trial
court issued a partial summary judgment in favor of the plaintiffs that the bank is liable for violations of the SSCRA and a
hearing is set for May 6, 2002 to determine the amount of damages. The plaintiffs have recently indicated that they will seek
damages in excess of $9.4 million. The Company, however, does not believe that the plaintiff’s estimate of damages is
accurate and intends to vigorously defend this claim for damages. The Company believes that it has meritorious grounds on
which to rely to minimize the amount of damages awarded to the plaintiffs.

Additionally, the Company and its subsidiaries are defendants in various other lawsuits arising out of the normal course of
business, including claims against entities to which the Company is a successor as a result of business combinations. In the
opinion of management, the ultimate resolution of this category of claims should not have a material adverse effect on the
Company’s consolidated financial position or results of operations.

Restricted Cash Balance

Aggregate reserves (in the form of deposits with the Federal Reserve Bank) of $38,844,000 were maintained to satisfy Federal
regulatory requirements at December 31, 2001.

(21) CONDENSED PARENT COMPANY INFORMATION
The following condensed unaudited financial information reflects the accounts and transactions of BancorpSouth, Inc. (parent
company only) for the dates indicated:

Condensed Balance Sheets Decemiber 39

(In thousands} 2001 2800

Assais:

Cash on deposit with subsidiary bank $ 28,184 $ 23,526

Investment in subsidiaries 782,718 768,830

Other assets 11,340 15,363
Total assels $ 822,242 $ 807,719

Liabilities and sharcholders’ equity:

Total liabilities $ 16,839 $ 18,143
Shareholders’ equity 805,403 789,576
Total liabilities and shareholders’ equity $ 822,242 $ 807,719

50




Condensed Statements of Income Years Ended December 31
(in thousands) 2001 2000 1999
Dividends from subsidiaries $ 97,500 $ 62,600 $ 49,625
Management fees from subsidiaries - - 499
Cther operating income 334 3,142 200

Total income 97,834 65,742 50,324
Cperating expenses 4,651 12,623 7,479
Income before tax benefit and equity in undisiributed earnings 93,173 53,119 42,845
Income tax benefit 1,510 1,383 2,816
Income before equity in undistribuied earnings

of subsidiaries 94,683 54,502 45,661
Equity in undistributed earnings of subsidiaries 3,780 19,8%4 56,750

Net income $ 98,463 $ 74,396 $ 102,411
Concdlensed Statements of Cash Flows Years Ended December 31
(In thousands) 200% 2000 1999
Operating activities:

Net income $ 98,463 $ 74,3% $ 102,411

Adjustments to reconcile net income ‘

1o net cash provided by operating activities . (1,973) . _. {45,614) (63,204)

Net cash provided by operating activities 96,490 28,782 39,207
Net cash used in financing activities. - - . ... {91,832).. - {51,340) (45,708)
Ingrease (decrease) in cash and cash equivalents 4,658 (22,558) (6,501)
Cash and cash equivalents at beginning of year 23,526 46,084 52,585
Cash and cash eguivalents at end of year $ 28,184 $ 23,526 $ 46,084

(22) SUBSEQUENT EVENTS
Issuance of Trust Preferred Securities

On January 28, 2002, BancorpSouth Capital Trust I (the “Trust™), a business trust which is treated as a subsidiary of the Company
for financial reporting purposes, issued 5,000,000 shares of 8.15% trust preferred securities, $25 face value per share, due January 28,
2032 and callable at the option of the Company after January 28, 2007. Payment of distributions on the trust preferred securities is
guaranteed by the Company, but only to the extent the Trust has funds legally and immediately available to make such distributions.
The Trust invested the net proceeds of $121,062,500 in the 8.15% junior Subordinated Debt Securities issued by the Company,
which will mature on January 28, 2032. The net proceeds to the Company from the issuance of its Junior Subordinated Debt
Securities to the Trust will be used for general corporate purposes, including repurchase of shares of its outstanding common stock,
investments at the holding company level, extensions of credit to its subsidiaries and possible acquisitions.

Stock Repurchase Program

On February 15, 2002, the Company announced a stock repurchase program whereby the Company may acquire up to 4,100,000
shares of its common stock, in addition to the 825,000 shares that the Company has vet to purchase as of February 15, 2002
pursuant to the common stock repurchase program authorized on March 5, 2001. The shares are to be repurchased from time to
time in the open market at prevailing market prices or in privately negotiated transactions. The extent and timing of any repurchases
will depend on market conditions and other corporate considerations. This repurchase program is expected to be completed within
18 months from its announcement date. Repurchased shares will be held as authorized but unissued shares and will be available for
use in connection with the Company’s stock option plans and other compensation programs, or for other corporate purposes as

determined by the Company’s Board of Directors.
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EADNCE SNEET SUTNINEry

(In thousands) 2001 2000 1999 1998 1997
Average Balancas:
interest bearing deposits in other banks $ 12608 $ 18440 $ 25684 § 32314 § 34617
Loans, net of unearned discount 6,010,840 5,791,569 5,211,539 4,710,847 4,155,013
Mortgages held for sale 53,559 35,461 51,602 52,581 29,409
Held-to-maturity securities 1,135,633 1,121,152 985,257 945,777 847,722
Federal funds sold and securities purchased

under agreement to resell 426,530 101,312 136,894 155,420 128,688
Available-for-sale securities 1,012,738 1,114,704 1,196,922 1,196,223 1,117,303

Total earning assets 8,651,908 8,186,638 7,607,898 7,083,162 6,312,752
Allowance for credit losses (81,604) (77,042) (73,420) (65,712) (59,142}
Other assets 691,608 646,878 604,718 547,420 526,695

Total assets $9,261,912 $8,756,474 $8,139,196 $7,574,870 $6,780,305
Deposits - interest bearing $6,690,505  $6,305,176  $5,918434  $5,579,604  $5,053,102
Federal funds purchased and securities

sold under repurchase agreements 500,761 445,809 250,108 157,773 111,752
Other borrowed funds 147,360 172,963 205,709 199,205 112,168

Total interest bearing liabilities 7,338,626 6,923,948 6,374,251 5,936,582 5,277,022
Deposits — non-interest bearing 1,003,229 967,823 934,189 861,421 799,945
Other liabilities 123,351 102,819 93,250 95,384 89,232
Shareholders’ equity 796,706 761,884 737,526 681,483 614,105

Total labilides and sharcholders’ equity  $9,261,912  $8,756,474  $8,139,196 $7,574,876  $6,780,305
Year End Balances:
interest bearing deposits in other banks ¢ 18030 ¢ 11,687 $ 12,058 $ 22,921 $ 29,533
Loans, net of unearned discount 6,073,200 6,095,315 5,541,961 4,935,668 4,400,643
Mortgages held for sale 65,537 27,820 37,513 63,328 39,788
Held-to-maturity securities 1,110,463 1,189,129 1,031,062 873,484 809,715
Federal funds sold and securities purchased

under agreement to resell 343,511 212,925 110,875 195,138 86,345
Available-for-sale securities 1,083,191 857,400 1,080,535 1,274,115 1,222,929

Total earning assets 8,693,932 8,394,276 7,814,004 7,364,664 £,588,953
Allowance for credit losses (83,150) (81,730) (74,232) (€8,385) (61,932)
Other assets 784,647 731,488 701,825 603,376 680,184

Total assels $9,395,429 $9,044,034 $ 8,441,697 $7,899,655 $7,207,205
Deposits - interest bearing $6,748,341 $6,471,112  $6,100,154  §5,746448  $5,215,720
Federal funds purchased and securities

sold under repurchase agreements 473,912 503,427 257,427 144,467 266,663
Cther borrowed funds 143,267 154,582 263,614 224,701 108,732

Total interest bearing liabilities 7,365,520 7,129,121 6,627,195 6,115,616 5,591,115
Deposits — non-interest bearing 1,108,499 1,003,808 966,491 974,458 887,162
Other liabilities 116,007 115,529 80,900 86,419 89,916
Shareholders’ equity 805,403 788,576 757,111 723,162 639,012

Total liabilities and sharcholders” equity  $9,395,429 $9,044,034 $8,441,697 $ 7,899,655 $7,207,205
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Earnings Summary

(Dollars in thousands, except per share amounts) 2001 2000 1999 1998 1997
Interest revenue:
Loans $ 514824 § 526080 $ 4583000 § 433700 § 389,856
Deposits with other banks 521 1,175 1,263 1,765 1,827
Held-to-maturity securities 67,084 64,756 53,930 52,713 52,897
Federal funds sold and securities purchased

under agreement to resell - 20,677 6,266 6,869 8,271 .. 7,958
Available-for-sale securities 59,348 72,647 72,610 74,485 69,129
Mortgages held for sale 3,381 3,111 3,638 3,470 2,103

Total interest revenue 665,835 674,035 596,670 574,414 523,770
Interest expense:
Deposits R 300,838 310,365 - 258,751 257,305 234,368
Federal funds purchased and securities sold

under repurchase agreements ‘ 21,535 16,966 8,362 5,930 5,571
Other 8,720 19,552 15,037 13,869 7,006

Total interest expense 331,093 346,883 280,150 277,104 246,945

Net interest revenue 334,742 327,152 316,520 297,310 276,825
Provision for credit losses 22,259 26,166 17,812 19,310 15,682

Net interest revenue, after

provision for credit losses 312,483 300,986 298,708 278,000 261,143

Other revenue: ‘ '
Mortgage lending 17,186 10,874 . 18,289 13,816 7,912
Service charges 42,759 40,472 36,503 33,835 32,427
Life insurance premiums 4,528 4,300 3,975 3,655 3772
Trust income 6,929 6,700 6,400 5,841 5,526
Security gains (losses), net 10,671 (15,632) 4,416 1,363 1,382
Insurance commissions 20,422 16,034 13,573 12,475 10,187
Other 26,138 22,830 17,165 14,433 16,629

Total other revenue 128,633 85,578 100,321 85,418 77,835
Other erpense:
Salaries and employee benefits 155,680 133,855 124,750 114,443 117,843
Occupancy, net 20,529 18,343 16,918 15,736 16,014
Equipment 26,799 24,137 21,618 20,103 19,032
Telecommunications 8,693 7,234 7,096 5,987 4,195
Merger related - 9215 1,218 3,577 530
Other 83,612 81,443 80,282 73,082 67,485

Total other expense 295,313 274,227 251,882 232,928 225,199
Income before income taxes 145,803 112,337 147,147 130,490 113,779
Income tax expense 47,340 37,941 44,736 42,249 34,141

Net income $ 98463 § 7439 $ 102,411 $ 88,241 $ 79,638
Share data: ,
Average number of diluted shares R o

outstanding ' 82,979,286 84,811,079 86,007,740 85,680,171 83,000,210
Earnings per share: Basic $ 1.13 $ 0.88 $ 1.20 $ 1.04 $ 0.95

Diluted $ 119 % 0.88 $ 1.18 $ 1.03 $ 0.95

Cash dividends per share $ 057 § 0.53 $ 0.49 $ 0.45 $ 0.395
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In Memoriam

i

I

Michael F. Mahony
1944 - 2001

For many years, beginning at
First United Bancshares where
he was a founding director
and then at BancorpSouth,
Mr. Mahony served the bank
as a well-respected director.
His strength of character and
enduring loyalty will long be
remembered and appreciated.
He will be greatly missed.
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BancorpSouth, INC.

BancorpSouth, Inc. is a bank holding company with one subsidiary bank, BancorpSouth Bank. The Bank is a commercial
and retail banking business with banking locations in Mississippi, Tennessee, Alabama, Arkansas, Louisiana and Texas.
The Bank also provides personal and corporate trust, agency and investment services. Wholly-owned subsidiaries are

engaged in consumer lending, credit life insurance, investment brokerage and the sales of insurance products.

Corporate Headguarters
One Mississippi Plaza

201 South Spring Street
Tupelo, MS 38804

Annual Mesling

7 p.m., April 23, 2002

Ramada Inn Convention Center

854 North Gloster Street, Tupelo, MS

Commen Shares
Traded on the New York
Stock Exchange

Symbol: BXS

Transter Agent and Registrar
SunTrust Bank

P.O. Box 4625, Atlanta, GA 30302
Phone: 800-568-3476

Independent Auditers
KPMG LLP
Memphis, TN

Legal Counsel

J. Patrick Caldwell

Riley, Ford, Caldwell & Cork, PA.
Tupelo, MS

Waller Lansden Dortch & Davis, PLLC
Nashville, TN

Subsidiaries

BancorpSouth Bank and its

wholly-owned subsidiaries

e Century Credit Life Insurance
Company

¢ Personal Finance Corporation

eBancorpSouth Insurance Services, Inc.

eBancorpSouth Insurance Services
of Alabama, Inc.

¢ BancorpSouth Investment Services, Inc.

*BancorpSouth Municipal
Development Corporation

Web Site
www.bancorpsouth.com

Dividend Relnvestment Plan
Shareholders of the Corporation are
eligible to participate in the Dividend
Reinvestment Plan. Under the terms
of the Plan, common stock of the
Corporation may be purchased by
reinvesting common stock cash
dividends. For additional information
contact the Transfer Agent.

2009 Form 10-K

Copies of the Company’s Form 10-K
as filed with the Securities and
Exchange Commission will be
available to shareholders upon
request after April 1, 2002.
Shareholders wishing to receive a
copy should write to: L. Nash Allen, Jr.,
Treasurer and Chief Financial Officer
BancorpSouth, Inc.

P.O. Box 789, Tupelo, MS 38802

An Equal Opportunity Employer
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Forward-Locking Statements |

Certain statements contained in this Annual Report may not be based on historical facts and are “forward-looking
statements” within the meaning of Section 27A of the Securities Act of 1933, as amended, and Section 21E of the
Securities Exchange Act of 1934, as amended. These forward-looking statements may be identified by their reference to
a future period or periods or by the use of forward-looking terminology, such as “anticipate,” “believe,” “estimate,”
“expect,” “foresee,” "may,” “might,” “will,” “would” or “intend.” These forward-looking statements include, without
limitation, those relating to the expansion and prospects of products and services, integration and impact of recent
acquisitions, effects of technology, shareholder value, prospects for 2002, the Company’s future growth, revenue, profitability,
assets, opportunities and success, net interest revenue, interest rate sensitivity, liquidity, future acquisitions, market
risk, critical accounting policies, market conditions related to the Company’s stock repurchase program, the use of
proceeds from the issuance of the Junior Subordinated Debt Securities, allowance for credit losses, the effect of certain
new accounting standards on the Company’s financial statements, the level of credit losses from lending commitments
and the effect of certain legal claims on the Company’s financial position.

We caution you not to place undue reliance on the forward-looking statements contained in this Annual Report in that
actual results could differ materially from those indicated in such forward-looking statements due to a variety of factors.
These factors include, but are not limited to, changes in economic conditions and government fiscal and monetary policies,
fluctuations in prevailing interest rates, effectiveness of the Company’s interest rate hedging strategies, laws and regulations
affecting financial institutions, the ability of the Company to compete with other financial services companies, the ability of
the Company to identify, consummate, and integrate acquisitions and investment opportunities, the ability of the Company
to operate and integrate new technology, the ability of the Company to manage its growth and effectively serve an expanding
customer and market base, the ability of the Company to provide competitive products and services, changes in the Company’s
operating or expansion strategy, geographic concentration of the Company’s assets, availability of and costs associated with
obtaining adequate and timely sources of liquidity, the ability of the Company to attract, train, and retain qualified personnel,
the ability of the Company to effectively market its services and products, the Company’s dependence on existing sources of
funding, changes in consumer preferences, the ability of the Company to collect amounts due under loan agreements,
legislation and court decisions related to the amount of damages recoverable in legal proceedings, other factors generally
understood to affect the financial results of financial services companies, and other risks detailed from time to time in the
Company’s news releases and filings with the Security and Exchange Commission. We undertake no obligation to update
the forward-looking statements to reflect events or circumstances that occur after the date on which such statements were made.
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